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Dr.  A l f r e d  G. B u e h l e r ,  P r o f e s s o r  of Pub l i c  F i n a n c e ,  U n i v e r s i t y  
of P e n n s y l v a n i a ,  was  b o r n  in Swanton,  Ohio,  on 10 May 1900. He 
r e c e i v e d  the  fo l lowing  d e g r e e s :  B . A . ,  H e i d l e b e r g C o l l e g e ,  Tiff in ,  
Ohio,  1922;  M . A .  in E c o n o m i c s ,  Ya le  U n i v e r s i t y ,  1923; and P h . D .  
in E c o n o m i c s ,  Ya le  U n i v e r s i t y ,  1930. His  w o r k  in e d u c a t i o n  i n c l u d e s :  
A s s i s t a n t  P r o f e s s o r  of B u s i n e s s  A d m i n i s t r a t i o n ,  L a w r e n c e  C o l l e g e ,  
App le ton ,  W i s c o n s i n ,  1924-25;  A s s i s t a n t  and A s s o c i a t e  P r o f e s s o r  of 
E c o n o m i c s ,  U n i v e r s i t y  of V e r m o n t ,  1925-39;  A s s o c i a t e  P r o f e s s o r  of 
Pub l i c  F i n a n c e  at U n i v e r s i t y  of P e n n y s l v a n i a ,  1939-42 and P r o f e s s o r  
of Pub l i c  F i n a n c e  s i n c e  1942. He has  w o r k e d  as  a Tax C o n s u l t a n t  
wi th  the  C o m m o n w e a l t h  of P e n n s y l v a n i a ,  Sta te  of V e r m o n t ,  M c C o n n e l  
Founda t ion ,  S m a l l e r  War  P l a n t s  C o r p o r a t i o n ,  and v a r i o u s  o t h e r  g o v -  
e r n m e n t a l  and p r i v a t e  a g e n c i e s .  His  w o r k  on P e n n s y l v a n i a  T a x a t i o n  
i n c l u d e s :  C h a i r m a n  of E m e r g e n c y  R e v e n u e  C o m m i t t e e ,  1951; C h a i r -  
m a n  of Tax Study C o m m i t t e e  appo in ted  by the  G o v e r n o r  1952-55;  
C h a i r m a n  of P e n n s y l v a n i a  C o m m i s s i o n  on I n t e r g o v e r n m e n t a l  R e l a -  
t i ons  appo in ted  by the  G o v e r n o r ,  1954-55;  and M e m b e r  of P h i l a d e l p h i a  
C i t i z e n ' s  Budge t  C o m m i t t e e  s i nce  1951. Dr .  B u e h l e r  was  a l s o  Vice  
P r e s i d e n t  of Tax Ins t i t u t e ,  I n c . ,  in 1948, and P r e s i d e n t  in 1950; and 
Vice  P r e s i d e n t  of Na t iona l  Tax A s s o c i a t i o n  in 1950-51 and P r e s i d e n t  
in 1951-52.  He is  now a m e m b e r  of the  E x e c u t i v e  C o m m i t t e e  of the  
Na t iona l  Tax A s s o c i a t i o n  a n d  of the B o a r d  of D i r e c t o r s  of the  Tax 
In s t i t u t e ,  Inc.  His  pub l i c a t i ons  a re :  " G e n e r a l  Sa le s  Taxa t ion ,  1932"' 
" U n d i s t r i b u t e d  P r o f i t s  Tax,  1937, " " P u b l i c  F i n a n c e ,  " a c o l l e g e  tex t ,  
1948, of wh ich  he i s  a jo in t  a u t h o r .  He i s  a l s o  a c o n t r i b u t o r  of n u m -  
e r o u s  a r t i c l e s  to the Na t iona l  Tax J o u r n a l ,  A m e r i c a n  E c o n o m i c  R e -  
v iew,  and v a r i o u s  o the r  p u b l i c a t i o n s .  

i i  



TAXATION AND R E V E N U E  

2 S e p t e m b e r  1955 

DR. KRESS: G e n e r a l  Hol l i s ,  g e n t l e m e n :  Our  s p e a k e r  th i s  
m o r n i n g ,  Dr .  A l f r e d  G. B u e h l e r ,  P r o f e s s o r  of Pub l i c  F i n a n c e ,  in 
the  U n i v e r s i t y  of P e n n s y l v a n i a ,  has  had m a n y  y e a r s  of t e a c h i n g  e x -  
p e r i e n c e  and m a n y  y e a r s  of p r a c t i c a l  e x p e r i e n c e .  He i s  m u c h  sought  
a f t e r  as  a c o n s u l t a n t  on tax m a t t e r s .  The G o v e r n o r  of P e n n s y l v a n i a ,  
of w h a t e v e r  p o l i t i c a l  fa i th ,  in the  l a s t  f ive or  s ix  y e a r s ,  has  kep t  
Dr .  B u e h l e r  busy  in h is  s p a r e  t i m e  t u r n i n g  out r e p o r t s  on tax c o n -  
d i t i o n s  in P e n n s y l v a n i a .  So he knows  w h e r e o f  he s p e a k s ,  f r o m  bo th  
a p r a c t i c a l  s t andpo in t  and a t h e o r e t i c a l  one .  

He has  h e l p e d  us both  y e a r s  hn th i s  b a s i c  r e v i e w  c o u r s e ,  and 
th i s  wi l l  be  h i s  t h i r d  a p p e a r a n c e  on th i s  p l a t f o r m .  

D r .  B u e h l e r ,  i t  i s  a p l e a s u r e  to w e l c o m e  you b a c k  h e r e  and to 
p r e s e n t  you to the C l a s s  of 1956. 

DR. BUEHLER: G e n e r a l  Ho l l i s  and g e n t l e m e n  of the  Co l l ege :  
It i s  a r e n e w e d  p l e a s u r e  for  m e  to be wi th  you today and to c o n s i d e r  
wi th  you the  f i nanc ing  of our  g o v e r n m e n t s .  

It i s ,  of c o u r s e ,  i m p o s s i b l e  to c o v e r  aU of the  i m p o r t a n t  tax  
p r o b l e m s  b e f o r e  us in the  s h o r t  p e r i o d  of t i m e  that  we have .  With  
y o u r  p e r m i s s i o n ,  I m a y  be able  to e m p h a s i z e  a few of the  h i g h -  
l i g h t s  and  then  in the  d i s c u s s i o n  p e r i o d ,  if t h e r e  a r e  p a r t i c u l a r  
t h i n g s  tha t  you would  l ike  to d i s c u s s ,  we can t r y  to d e a l  wi th  t h o s e  
q u e s t i o n s .  

You have  s t a t i s t i c s  in t a b l e s  i nd i ca t i ng  that  the  o v e r a l l  A m e r i c a n  
budge t  p r o b l e m  is  one of a p p r o x i m a t e l y  I00 b i l l i o n s  of d o l l a r s ,  and 
tha t  our  tax c o l l e c t i o n s  a r e  r o u g h l y  about  90 b i l l i o n s ,  if  we i nc lude  
the  p a y r o l l  and s o c i a l  s e c u r i t y  ob l iga t ions  of about  8 b i l l i on .  Our  
biggest financial problem is the Federal Budget, ana the big par~ of 
the Federal Budget, as you gentlemen so well know, is the national 
defense part of the budget. 



Table  1. E x p e n d i t u r e s  of F e d e r a l ,  Sta te ,  
and L o c a l  G o v e r n m e n t s  a /  

S e l e c t e d  F i s c a l  Y e a r s  1890-1954 

(Mi l l ions)  

Y e a r  • To ta l  F e d e r a l  b / State  c / L o c a l  d / 

1915 . . . . . . . . . . . .  
1919 . . . . . . . . . . . .  
1923 . . . . . . . . . . . .  
1927 . . . . . . . . . . . .  
1932 . . . . . . . . . . . .  
1937 . . . . . . . . . . . .  
1938 . . . . . . . . . . . .  
1939 . . . . . . . . . . . .  
1940 . . . . . . . . . . . .  
1941 . . . . . . . . . . . .  
1942 . . . . . . . . . . . .  
1944 . . . . . . . . . . . .  
1946 . . . . . . . . . . . .  
1948 . . . . . . . . . . . .  
1950 . . . . . . . . . . . .  
1951 . . . . . . . . . . . .  
1952 . . . . . . . . . . . .  
1953 . . . . . . . . . . . .  
1954 . . . . . . . . . . . .  

2 ,616  $ 746 $ 485 $ 1 ,385 e /  
21 ,150  18,448 692 2 ,010  

8 ,058 3, 137 1 ,320 3 ,601  
10,156 2,837 1,859 . 5 ,460  
12,751 4, 659 2 ,506  5 ,586  
16,051 7 ,756  3 ,134  5 ,161  
15,539 6 ,877 3 ,409  5 ,253  
17,712 8 ,978  3 ,591  5 ,143  
17 ,674  9 ,205  3 ,565  4, 904 
2 1 , 7 7 4  13,465 3 ,542 4, 767 
43 ,805  34, 291 4, 485 5 ,029  

104,245 95 ,378  4, 180 4 ,687  
74, 093 60, 937 6 ,202 6 , 9 5 4  
53 ,925  33 ,898  9 ,441  10 ,586 
67,677 40 ,824  12,659 14, 194 
72 ,522  45 ,981  12,512 14, 029 
96 ,209  67,892 13,349 14, 968 

107,617 77 ,529  14, 089 15,999 
103,247 71 ,547  14,700 f /  17 ,000 

a /  E x c l u s i v e  of debt  r e t i r e m e n t ;  g r a n t s - i n - a i d  a r e  coun ted  as  e x -  
p e n d i t u r e s  of the f i r s t  d i s b u r s i n g  uni t .  S ta te  and l oca l  da ta  fo r  
1942-1953 not  s t r i c t l y  c o m p a r a b l e  wi th  e a r l i e r  y e a r s  due to 
c h a n g e s  in r e p o r t i n g .  

b /  "Net  budge t  e x p e n d i t u r e s "  p lus  b e n e f i t  p a y m e n t s  and a d m i n i s t r a -  
t ive  e x p e n s e s  of the  O ld -Age  and S u r v i v o r s '  I n s u r a n c e  T r u s t  F u n d  
and the  R a i l r o a d  R e t i r e m e n t  Accoun t  and b e n e f i t  p a y m e n t s  of the 
R a i l r o a d  U n e m p l o y m e n t  I n s u r a n c e  Accoun t .  

c /  " T o t a l  E x p e n d i t u r e "  ( exc lud ing  debt  r e t i r e m e n t }  l e s s  aid r e c e i v e d  
f r o m  o t h e r  g o v e r n m e n t s .  

d /  " T o t a l  E x p e n d i t u r e "  ( exc lud ing  debt  r e t i r em%ut )  l e s s  aid r e c e i v e d  
f r o m  o t h e r  g o v e r n m e n t s .  Data  fo r  y e a r s - o t h e r  than 1915, 1932, 
1952, and 1953 a r e  Tax F o u n d a t i o n  e s t i m a t e s .  

e /  1913 amount ;  1915 a v a i l a b l e .  
f /  E s t i m a t e d  by Tax F o u n d a t i o n .  

Source:  D e p a r t m e n t  of C o m m e r c e ,  T r e a s u r y  D e p a r t m e n t  and Tax 
Founda t i on .  
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I w o n d e r  m a n y  t i m e s  what  m a y  be  done  about  the tax p r o b l e m .  
I th ink  one of the  a d v a n t a g e s  of a c o u r s e  of t h i s  n a t u r e  is  tha t  i t  p e r -  
m i t s  m e n  who a r e  s p e c i a l i z i n g  in a p a r t i c u l a r  f i e ld  to t ake  t i m e  to 
r e l a t e  t h e i r  p a r t  of the  p r o b l e m  to the whole  p r o b l e m .  

I f ind tha t  one  of the  a d v a n t a g e s  tha t  c o m e s  to m e  in u n i v e r s i t y  
w o r k ,  in a s c h o o l  of b u s i n e s s ,  i s  tha t  I rub  e lbows  day  by day  not  
on ly  wi th  the  s t u d e n t s  in the  c l a s s  r o o m ,  who a r e  s t i m u l a t i n g ,  but  
a l s o  w i th  b u s i n e s s  p e o p l e ,  wi th  g o v e r n m e n t  peop le ,  i n c l u d i n g  the  
m i l i t a r y ,  w i th  a c c o u n t a n t s ,  a t t o r n e y s ,  t e a c h e r s ,  and o t h e r s .  It 
c e r t a i n l y  i s  a b r o a d e n i n g  e x p e r i e n c e  fo r  m e  to r e a l i z e  in w o r k i n g  
on a p a r t i c u l a r  p r o b l e m  tha t  t h e r e  i s  f a r  m o r e  to i t  than  one m i g h t  
s e e  as  a s t u d e n t  r e a d i n g  bu lky  t o m e s  in  a u n i v e r s i t y  l i b r a r y .  

The  p r o b l e m  of f i n a n c i n g  g o v e r n m e n t  can  be a p p r o a c h e d  in m a n y  
d i f f e r e n t  w a y s .  One a p p r o a c h  w a s  b r o u g h t  h o m e  to m e  r a t h e r  f o r -  
c i b l y - - v e r y  f o r c i b l y ,  as  I thought  about  i t - - b y  a s m a l l  boy  h e r e  in 
W a s h i n g t o n  a few m o n t h s  ago .  I had c o m e  down to a h e a r i n g  of the 
J o i n t  C o m m i t t e e  on the  E c o n o m i c  R e p o r t  of C o n g r e s s .  T h e y  had  i n -  
v i t e d  in p r o f e s s o r s  f r o m  s e v e r a l  of the l a r g e r  u n i v e r s i t i e s  fo r  a d i s -  
c u s s i o n  t h e r e  wi th  the m e m b e r s  of the Jo in t  C o m m i t t e e  of b u d g e t  
p r o b l e m s ,  the h e a l t h  of the e c o n o m y ,  and the o t h e r  q u e s t i o n s  in w h i c h  
the  J o i n t  C o m m i t t e e  is  i n t e r e s t e d .  As we went  out to l unch ,  we w e r e  
go ing  t h r o u g h  the  Sena t e  wing of the Cap i t o l  Bu i ld ing ,  and d o w n s t a i r s  
in  the  b a s e m e n t  we w e r e  wa i t i ng  fo r  an e l e v a t o r  to t ake  us  up to the  
r o o m  tha t  had b e e n  r e s e r v e d  fo r  l u n c h .  A l i t t l e  boy  w a s  t h e r e  wi th  
h i s  m o t h e r ,  a chap  of 6 o r  7 y e a r s  of a g e .  He s a id  to h i s  m o t h e r  a s  
t h e y  got  on the  e l e v a t o r ,  " M o t h e r ,  i s n ' t  i t  w o n d e r f u l  tha t  we d o n ' t  
have  to pay  a n y t h i n g  to r i d e  on the e l e v a t o r ? "  

I have  though t  m a n y  t i m e s  s i n c e  how we l l  tha t  i l l u s t r a t e s  the  a t -  
t i t ude  of m a n y  A m e r i c a n s - - h o w  l o v e l y  i t  i s  to e n j o y  the s e r v i c e s  of 
g o v e r n m e n t  p r o t e c t i o n ,  h i g h w a y s ,  e d u c a t i o n ,  hea l t h ,  and a l l  of t h e s e  
o t h e r  s e r v i c e s ,  but  how u n f o r t u n a t e  it  s e e m s  tha t  any one h a s  to pay  
f o r  t h e m !  If we did not  have  to  l evy  t a x e s  to m e e t  the  c o s t s  of g o v -  
e r n m e n t ,  o r  if we did not  have  to c h a r g e  to l l s  fo r  h i g h w a y s  and  o t h e r  
s e r v i c e s ,  the  p r o b l e m  of f i n a n c i n g  g o v e r n m e n t s  would  be  qui te  d i f -  
f e r e n t .  

It i s  a m a z i n g ,  in c o n s i d e r i n g  the  h i g h w a y  p r o b l e m ,  to have  the  
f ac t  b r o u g h t  h o m e ,  as  i t  i s  so  m a n y  t i m e s ,  tha t ,  when  we r i d e  on the 
New Y o r k  T h r u w a y ,  the New J e r s e y  T u r n p i k e ,  o r  the P e n n s y l v a n i a  
T u r n p i k e ,  o r  the  o t h e r s ,  we m a y  be  pay ing  qui te  w i l l i n g l y  the  e q u i v a -  
l en t  of a tax of 12 o r  15 c e n t s  a ga l lon  on g a s o l i n e  in to l l  c h a r g e s  fo r  
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the  u se  of the  h i g h w a y .  N e v e r t h e l e s s  t h e r e  is  the  c o m p l i c a t e d  r o a d  
q u e s t i o n ,  wi th  i t s  c o n f l i c t i n g  p r e s s u r e s  f r o m  i n t e r e s t  g r o u p s ,  f o r  
" f r e e  h i g h w a y s "  w h i c h  m o t o r i s t s  cou ld  u s e  w i thou t  pay ing  i n c r e a s e d  
g a s o l i n e  o r  o t h e r  s p e c i a l  c h a r g e s .  

The  p r o b l e m  of f i n a n c i n g  g o v e r n m e n t s  cou ld  be  a p p r o a c h e d  f r o m  
a n o t h e r  a n g l e ,  f r o m  the s t andpo in t  of e c o n o m i c  t h e o r y .  T h i s  w a s  
b r o u g h t  h o m e  to m e  j u s t  a few w e e k s  ago .  I w a s  in an e d u c a t i o n a l  
c o n f e r e n c e  w h i c h  w a s  a t t e n d e d  by  s c h o o l  t e a c h e r s ,  p r i n c i p a l s ,  and 
s u p e r i n t e n d e n t s .  We had a fu l l  d a y ' s  d i s c u s s i o n  of F e d e r a l  f i n a n c e  
and i t s  p r o b l e m s  and Sta te  and l o c a l  f i n a n c e  and  t h e i r  p r o b l e m s .  
S ince  the  g r o u p  w a s  p r i m a r i l y  a P e n n s y l v a n i a  g r o u p ,  the  q u e s t i o n  
c a m e  up: How shou ld  we r e s o l v e  ou r  f i n a n c i a l  s t a l e m a t e  ? Should  we  
cut  the  Sta te  budge t  o r  i m p o s e  a s a l e s  o r  an  i n c o m e  t a x ?  

One of the  m e m b e r s  of the  a u d i e n c e  r a i s e d  th i s  q u e s t i o n ,  "Why  
not  a s k  the  e c o n o m i s t s  of the Sta te  to so lve  th i s  p r o b l e m ? "  In o t h e r  
w o r d s ,  e c o n o m i s t s  shou ld  d e c i d e  on the b u d g e t ,  and t hey  shou ld  d e -  
c ide  on the  t a x e s  to be  i m p o s e d ,  a s s u m i n g  tha t  u n i v e r s i t y  e c o n o m i s t s  
a r e  b e s t  qua l i f i ed  to f o r m u l a t e  our  budge t  and tax p o l i c i e s .  E c o n o m i c  
t h e o r y  would  thus  be  ou r  gu id ing  s t a r .  

I s u p p o s e  tha t  e v e n t u a l l y ,  if we put i t  to  a m a j o r i t y  v o t e ,  we wou ld  
c o m e  up wi th  s o m e  so lu t i on  f r o m  the e c o n o m i s t s .  The " p r o p e r  a p -  
p r o a c h ,  " i f  t e c h n i c a l  e x p e r t s  w e r e  to so lve  a l l  o u r  p r o b l e m s  of g o v -  
e r n m e n t  f i n a n c e ,  wou ld  be  fo r  the  s c h o o l  t e a c h e r s ,  t he  p r i n c i p a l s ,  and  
the  p a r e n t - t e a c h e r  g r o u p s  to d e c i d e  how m u c h  to spend  on e d u c a t i o n ,  
I s u p p o s e ,  and fo r  the h i g h w a y  e n g i n e e r s  and the t e c h n i c a l  e x p e r t s  to  
d e c i d e  on the h i g h w a y  p r o g r a m ,  and fo r  the  m i l i t a r y  e x p e r t s  to  d e c i d e  
how m u c h  would  be spen t  fo r  the A r m y  and the  Navy .  A c t u a l l y ,  the  
" e x p e r t s "  do have  c o n s i d e r a b l e  i n f l u e n c e .  But  i n t e r e s t  g r o u p s  m a y  
have  c o n f l i c t i n g  v i e w s  and the c i t i z e n s  canno t  a l t o g e t h e r  be  i g n o r e d .  

Now,  a n o t h e r  a p p r o a c h  i s  tha t  of the t a x p a y e r ,  and ,  as  I s ay ,  the 
t a x p a y e r  d o e s n ' t  want  to pay t a x e s .  O c c a s i o n a l l y  you  f ind s o m e o n e  
who d o e s .  The  b u s i n e s s m a n  t a l k s  about  e f f i c i e n c y  and e c o n o m y  in 
g o v e r n m e n t - - t h e  m o r e  b u s i n e s s  in g o v e r n m e n t ,  the l e s s  g o v e r n m e n t  
in b u s i n e s s .  He r e p r e s e n t s  a s o m e w h a t  d i f f e r e n t  a p p r o a c h .  

B a s i c a l l y ,  the tax p r o b l e m  is  a s p e n d i n g  p r o b l e m .  We would  not  
have  a tax if  we did not  have  to spend .  The  s t u d e n t  of g o v e r n m e n t s  
k n o w s  tha t  g o v e r n m e n t  s p e n d i n g  g o e s  on and o n - - t h e  g e n e r a l  t e n d e n c y  
i s  fo r  the  s p e n d i n g  to i n c r e a s e .  You m a y  have  r u n  a c r o s s  the  o b s e r v a -  
t ion  of the  G e r m a n  e c o n o m i s t ,  Ado lph  W a g n e r .  He s t a t ed  wha t  h a s  
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b e e n  c a l l e d  " W a g n e r ' s  L a w ,  " tha t  g o v e r n m e n t s  tend  to s p e n d  m o r e  
and m o r e  on e x i s t i n g  s e r v i c e s ,  to p e r f o r m  e a c h  s e r v i c e  m o r e  i n t e n -  
s i v e l y  and e x t e n s i v e l y ,  and  to u n d e r t a k e  new s e r v i c e s .  B e i n g  s o m e -  
wha t  of a S o c i a l i s t  and a l s o  a s t uden t  of h i s t o r y ,  he wen t  on to o b s e r v e  
wha t  he  though t  w a s  a d e s i r a b l e  t r e n d ,  tha t  g o v e r n m e n t  s p e n d i n g  
t e n d e d  to i n c r e a s e  f a s t e r  than  the n a t i o n a l  i n c o m e .  Tha t  w a s  b a c k  in 
1876. 

Can  g o v e r n m e n t  s p e n d i n g  be  l i m i t e d ,  o r  i s  i t  bound to i n c r e a s e  
i n d e f i n i t e l y ?  One m i g h t  a s s u m e  h e r e  the  a t t i t ude  of one of o u r  p r o -  
f e s s o r s  of g o v e r n m e n t .  We w e r e  t a l k ing  about  s p i r a l i n g  publ ic  e x -  
p e n d i t u r e s  one day  and he  sa id ,  "We l l ,  g o v e r n m e n t  c o s t s  j u s t  n a t u r a l l y  
go up and t h e r e  i s  not  m u c h  tha t  can  be  done  about  i t .  You can  t r y  to  
e x p l a i n  it  in  t e r m s  of a b i g g e r  popu la t ion ,  h i g h e r  p r i c e s ,  and i n f l a t i on  , 
the  p o l i t i c i a n s '  d e s i r e s  to a p p r o p r i a t e  m o n e y  to win  v o t e s ,  the d e -  
m a n d s  of p r e s s u r e  g r o u p s ,  and i n e f f i c i e n c y ,  but  a f t e r  it  i s  a l l  s a i d ,  the 
f a c t s  a r e  tha t  the c o s t s  of g o v e r n m e n t  a r e  a l w a y s  go ing  u p . "  

In o t h e r  w o r d s ,  it  i s  a h o p e l e s s  f ight .  We l l ,  b e i n g  in the  f i e ld  of 
e d u c a t i o n ,  I ha t e  to a d m i t  tha t  s o c i a l  p r o b l e m s  c a l l i n g  fo r  a c t i o n  a r e  
b e y o n d  s o m e  r e m e d y .  Maybe  we canno t  so lve  t h e m ;  m a y b e  we can  
only  r e s o l v e  t h e m .  Maybe  w e  can  m e e t  t h e m  only  for  t oday .  If we  
c a n  m e e t  t h e m  fo r  today ,  i t  i s  s o m e  s o l a c e ,  and it  m a y  be  of he lp .  It 
d o e s  m a t t e r  how b ig  the  budge t  i s  and how e f f e c t i v e l y  pub l i c  m o n i e s  
a r e  spen t .  When  ou r  g o v e r n m e n t s  a r e  s p e n d i n g  at the r a t e  of 100 b i l -  
l ion  d o l l a r s  o r  m o r e  a y e a r ,  w h e t h e r  t h o s e  e x p e n d i t u r e s  a r e  s i m p l y  
t r a n s f e r  p a y m e n t s ,  s u c h  as  i n t e r e s t  on the debt  f r o m  one g r o u p  to 
a n o t h e r ,  o r  w h e t h e r  the  G o v e r n m e n t  i s  e x p a n d i n g  in s u c h  f i e l d s  a s  
e d u c a t i o n ,  h e a l t h ,  and s o c i a l  s e c u r i t y ,  the  e x p e n d i t u r e s  do r e p r e s e n t  
w i d e s p r e a d  g o v e r n m e n t  ac t i on ,  s o m e  g o v e r n m e n t  r e g u l a t i o n ,  and s o m e  
g o v e r n m e n t  s e r v i c e s .  T h e r e  i s  the b a s i c  q u e s t i o n ,  How m a y  ou r  m a t e -  
r i a l  r e s o u r c e s  and o u r  h u m a n  r e s o u r c e s  be u s e d  to b e s t  a d v a n t a g e  ? 
Tha t  i s  a q u e s t i o n  w h i c h  at  l e a s t  b o t h e r s  the  s t u d e n t  of e c o n o m i c s ,  the  
p o l i t i c a l  s c i e n t i s t ,  and the  o t h e r s  who a r e  c o n c e r n e d  about  ou r  f u t u r e  
as  w e l l  as  ou r  p r e s e n t  s o c i a l  and e c o n o m i c  p r o b l e m s .  

When  m o d e r n  e c o n o m i c s ,  the s o - c a l l e d  d i s m a l  s c i e n c e ,  w a s  b o r n  
in the  d a y s  of R i c a r d o ,  M a l t u s ,  and A d a m  S m i t h  and the r e s t  of the  
g r e a t  c l a s s i c a l  e c o n o m i s t s ,  i t  w a s  r e a l i z e d  m a n k i n d  i s  c o n f r o n t e d  by  
wha t  we have  c a l l e d  the  law of d i m i n i s h i n g  r e t u r n s  in p r o d u c t i o n  and 
a l s o  wi th  a t e n d e n c y  fo r  the popu la t ion  of the  e a r t h  to r u n  b e y o n d  the 
m e a n s  of s u b s i s t e n c e .  

It i s  the law of n a t u r e  tha t ,  if we want  s o m e t h i n g ,  we u s u a l l y  have  
to go out and w o r k  fo r  i t .  T h e r e  a r e  l i m i t a t i o n s  on the p r o d u c t s  of 



the  a g e n t s  of p r o d u c t i o n ,  at  a g iven  t i m e ,  so,  i f  we  u s e  s o m e  of the  
output  of the  e c o n o m y  for  one th ing  r a t h e r  t han  fo r  a n o t h e r ,  we m a y  
be  d i v e r t i n g  our  e n e r g i e s  to the l e s s  d e s i r a b l e  t h i n g s ,  and the  good  
c i t i z e n  wi l l  be  b o t h e r e d  about  the  w a s t e  in g o v e r n m e n t .  It d o e s  not  
he lp  a d e m o c r a c y  to have  ou r  r e s o u r c e s - - f i n a n c i a l  and  e c o n o m i c - -  
w a s t e d  by  the l o c a l ,  S t a t e ,  o r  N a t i o n a l  G o v e r n m e n t .  We have  b e e n  
to ld  m a n y  t i m e s  tha t  the C o m m u n i s t s  have  coun t ed  on d e m o c r a c y  go ing  
b a n k r u p t  t h r o u g h  u n c o n t r o l l e d  s p e n d i n g .  

I do no t  know how s e r i o u s  tha t  t h r e a t  i s .  I know it i s  s e r i o u s  e n o u g h  
tha t  the d i s t i n g u i s h e d  a t t o r n e y  and l e g a l  s c h o l a r ,  R a n d o l p h  P a u l ,  in  h i s  
book  on F e d e r a l  t a x a t i o n ,  d i r e c t e d  h i s  t h i n k i n g  t o w a r d  tax  e d u c a t i o n ,  
w i th  the  p u r p o s e ,  he  s a id ,  t ha t  a d e m o c r a c y  would  not  l o s e  out  in the 
w a r  to c o m m u n i s m  if  we would  l e a r n h o w  to u t i l i z e  o u r  r e s o u r c e s  m o s t  
e f f e c t i v e l y ,  and if we wou ld  d e v e l o p  a tax  and b u d g e t  s y s t e m  w h i c h  would  
c o n t r i b u t e  to o u r  e c o n o m i c  g r o w t h  and s t a b i l i t y .  In tha t  w a y  we would  
d i s t r i b u t e  the c o s t  of t a x a t i o n  in an e q u i t a b l e  m a n n e r ,  w i thou t  c r u s h i n g  
any  p a r t i c u l a r  g r o u p .  

Of c o u r s e  the  q u e s t i o n  is  i m p o r t a n t  too,  b e c a u s e  of the  d i f f i c u l -  
t i e s  in ob t a in ing  funds  fo r  d e f e n s e ,  e d u c a t i o n ,  h i g h w a y s ,  o r  o t h e r  p u r -  
p o s e s  when  the  peop l e  who h a v e  to put up the  m o n e y ,  the  t a x p a y e r s ,  
m a y  f e e l  tha t  the  m o n e y  i s  b e i n g  w a s t e d .  If w a s t e  cou ld  be  m i n i m i z e d ,  
t a x p a y e r s  would  be m o r e  i n c l i n e d  to c o o p e r a t e  in p r o v i d i n g  n e e d e d  p u b -  
l i c  s e r v i c e s .  The g o v e r n m e n t  a d m i n i s t r a t o r  and the  l e g i s l a t o r  wou ld  
a l s o  f e e l  tha t  t hey  w e r e  do ing  a b e t t e r  job in s e r v i n g  the  c i t i z e n s .  

F o r  v a r i o u s  i ' e a s o n s ,  t hen ,  i t  i s  i m p o r t a n t  to c e n t e r  o u r  a t t e n t i o n  
on the  b u d g e t  and on e x p e n d i t u r e s ,  b e c a u s e  t h e r e  the  tax  p r o b l e m  b e -  
g i n s .  We tax b e c a u s e  we  spend ,  and we w i l l  n e v e r  c o n t r o l  t a x a t i o n  
u n l e s s  we can  c o n t r o l  g o v e r n m e n t  s p e n d i n g .  If t i m e  p e r m i t t e d ,  one  
cou ld  t a lk  a t  l eng th  abou t  the p o s s i b i l i t i e s  of i m p r o v i n g  the  e f f i c i e n c y  
of ou r  g o v e r n m e n t s .  

The  Tax  P r o b l e m  

The  tax  q u e s t i o n  i s  to m a n y  peop le  the m o s t  i n t e r e s t i n g  s ide  of 
the  p r o b l e m .  Tha t  i s  the  ques t ion :  Who shou ld  " foo t  the b i l l ? "  One 
m e t h o d  of f i n a n c i n g  g o v e r n m e n t  would  be  tha t  u s e d  by  s o c i a l  c l u b s ,  
d i v i d i n g  up the  c o s t s  e q u a l l y .  One h u n d r e d  b i l l i o n s  of d o l l a r s  d i v i d e d  
up e q u a l l y  a m o n g  a popu la t i on  of about  165 m i l l i o n  would  a m o u n t  to  
abou t  $606 p e r  cap i t a ,  i n c l u d i n g  c h i l d r e n ,  h o u s e w i v e s ,  aged  and i n -  
f i r m  p e r s o n s ,  and a l l  t h o s e  wi th  low i n c o m e s .  E q u a l  t a x a t i o n  of a l l  
wou ld  no t  w o r k  in a d e m o c r a c y .  The  v o t e r s  wou ld  c o m m o n l y  oppose  i t .  
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T h e r e  is  a s t r a n g e  th ing  happen ing  in P e n n s y l v a n i a ,  h o w e v e r .  
We now have  h u n d r e d s  of s choo l  d i s t r i c t s  and l oca l  g o v e r n m e n t s  w h i c h  
have  b e e n  i m p o s i n g  p e r  cap i t a  or  pol l  t a x e s .  

The popu la r  t ax  t h e o r y  is  the t h e o r y  J of ab i l i ty  to pay.  Ab i l i t y  to 
pay i s  a w o n d e r f u l  p h r a s e .  It i s  s i m i l a r  in s o m e  r e s p e c t s  in i t s  c o n -  
n o t a t i o n s  to the p h r a s e  " s o c i a l  s e c u r i t y . "  The p e r s o n s  who i n v e n t e d  
t h o s e  p h r a s e s  c r e a t e d  s o m e  p o w e r f u l  s l o g a n s .  The p h r a s e  " s e l l s "  the 
i d e a .  E v e r y b o d y  ought to con t r i bu t e  a c c o r d i n g  to ab i l i ty  to pay.  But  
what  is  ab i l i ty  to pay?  In tax l i t e r a t u r e  one f inds  a l l  s o r t s  of i n t e r p r e -  
t a t i o n s .  One p e r s o n  says  ab i l i ty  to pay r e q u i r e s  a s a l e s  tax; a n o t h e r  
p e r s o n  says  it c a l l s  for  a g r a d u a t e d  i n c o m e  tax; a n o t h e r  p e r s o n  says  
i t  d e m a n d s  heavy  t axa t ion  of c o r p o r a t i o n s ;  a n o t h e r  s ays  ab i l i ty  to pay 
cannot  be  m e a s u r e d  and t h e r e f o r e  p r o v i d e s  no gu ide  for  a p p o r t i o n i n g  
the  c o s t s  of g o v e r n m e n t .  

In e c o n o m i c s  one l e a r n s  of the p r i n c i p l e  of d i m i n i s h i n g  m a r g i n a l  
u t i l i t y  and m a r g i n a l  i n d i f f e r e n c e .  The m o r e  m o n e y  one has  at a 
g iven  t i m e ,  the  l e s s  e a c h  d o l l a r  i s  s u p p o s e d l y  w o r t h  to h i m .  We do 
t r y  to b a l a n c e  off in s o m e  way the p r e f e r e n c e s  we have  fo r  d i f f e r e n t  
c o m m o d i t i e s  and s e r v i c e s .  

But  how is  one to r e l a t e  th i s  to t a x a t i o n ?  Many e c o n o m i s t s  s u p -  
p o r t  the p r o p o s i t i o n  that  ab i l i ty  to pay r e q u i r e s  g r a d u a t e d  or  p r o -  
g r e s s i v e  t axa t ion .  E c o n o m i s t s  a r r i v e  at tha t  c o n c l u s i o n  on v a r i o u s  
g r o u n d s  r e l a t e d  to d i m i n i s h i n g  m a r g i n a l  u t i l i ty  o r  i n d i f f e r e n c e ,  to the 
n e e d s  of e c o n o m y ,  and to c o n s i d e r a t i o n s  of e t h i c s .  

But  when you c o m e  to the ques t ion ,  At what  s c a l e  of r a t e s  shou ld  
the  t a x e s  be i m p o s e d ?  the  a n s w e r  is  qui te  i n d e f i n i t e .  You m a y  have  
h e a r d  of a book w r i t t e n  s o m e  y e a r s  ago by H e n r y  C. S i m o n s ,  who was  
P r o f e s s o r  of E c o n o m i c s  at the U n i v e r s i t y  of Ch icago .  I ts  t i t l e  was  
" P e r s o n a l  I n c o m e  Taxa t ion .  " He a r g u e d  tha t  the t h e o r i e s  of t ax ing  
a c c o r d i n g  to ab i l i ty  to pay w e r e  r a t h e r  i n d e f i n i t e  and m e a n i n g l e s s .  
He p r o p o s e d  to subs t i t u t e  the i dea  tha t  j u s t i c e  in t axa t ion  r e q u i r e d  that  
t a x e s  be i m p o s e d  to l e s s e n  i n e q u a l i t i e s  in i n c o m e .  Th i s  would  r e p l a c e  
s u b j e c t i v e  v a l u a t i o n s  of j u s t i c e  wi th  an ob j ec t i ve  c r i t e r i o n ,  tha t  of 
r e d u c i n g  i n e q u a l i t i e s  in i n c o m e .  S i m o n s  e x p l a i n e d  f r a n k l y  how he 
a r r i v e d  at h i s  c o n c l u s i o n .  He did not  a r r i v e  at it on the  b a s i s  of e c o -  
n o m i c s ;  he a r r i v e d  at  it on the  b a s i s  of e t h i c s .  

In o t h e r  w o r d s ,  b_is p r o p o s i t i o n  s t a r t e d  out wi th  a j u d g m e n t .  He 
had an a s s u m p t i o n  to beg in  with,  that  i n c o m e s  ought to be d i s t r i b u t e d  
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m o r e  e q u a l l y .  Tha t  w a s  e t h i c a l - - a e s t h e t i c  j u d g m e n t ,  he s a i d .  I c i t e  
t h i s  r e a s o n i n g  p r o c e s s  b e c a u s e  i t  i l l u s t r a t e s  the d i f f i c u l t y .  We do not  
r e a l l y  know p r e c i s e l y  at wha t  s c a l e  the  i n c o m e  tax  r a t e s  ought  to be  
g r a d u a t e d  as  an a p p l i c a t i o n  of ab i l i t y  to pay  or  tax j u s t i c e .  

Not  only  m a n y  e c o n o m i s t s  but  m a n y  peop l e  at  l a r g e  th ink ,  h o w e v e r ,  
tha t  ab i l i t y  to pay  c a l l s  fo r  h i g h e r  tax  r a t e s  on the u p p e r  i n c o m e s .  
T h e r e  i s  m u c h  a g r e e m e n t  on tha t  poin t .  How high the tax  r a t e s  shou ld  
be  g r a d u a t e d  i s  a m a t t e r  of c o n t r o v e r s y .  If we c o n c l u d e  tha t  a b i l i t y  i s  
r a t h e r  i n d e f i n i t e  in  i t s  i m p l i c a t i o n s ,  m a y  we find a m o r e  s c i e n t i f i c  b a s i s  
of t a x a t i o n  in the  b e n e f i t  p r i n c i p l e ?  Th i s  r e a l l y  c o n s i s t s  of a g r o u p  of 
r e l a t e d  i d e a s  tha t  the  c o s t  of g o v e r n m e n t  shou ld  be  b o r n e  by the b e n e -  
f i c i a r i e s .  One b a s i s  would  be  tha t  e a c h  one of us  would  pay a c c o r d i n g  
to the p a r t  of the  t o t a l  cos t  tha t  e a c h  one of us  o c c a s i o n s .  F o r  e x a m p l e ,  
i t  m a y  be  s a i d  you  and I should  pay  t h r o u g h  the g a s o l i n e  tax our  s h a r e  
of h i g h w a y  c o s t s .  O r  we should  pay  to l l  c h a r g e s  fo r  b e n e f i c i a l  h i g h w a y  

s e r v i c e s .  

For old,age insurance and unemployment insurance, charges could 
be worked out to place the costs on the beneficiaries. Those unable to 
pay would receive no benefits. With respect to defense, I would assume 
one would find the problem of determining what benefits each person 
receives could not be solved. If someone should ask me what benefits 
I derive from national defense, I might say they are incalculable--the 
benefits are invaluable, infinite. That will not help in measuring my 
part of the cost. There would not be any accounting basis to determine 
individual benefits, as I see it; and I doubt that there would be for such 
services as education. It is true that the children in the public schools 
obtain many benefits and the parents also enjoy various benefits. But 
some children are in private schools, or have gone into a private uni- 
versity; other young people are out of school. 

What  b e n e f i t s  do you  and I ob ta in  f r o m  publ ic  e d u c a t i o n ?  Th i s  
s u g g e s t s  a n o t h e r  a p p r o a c h  to the  who le  p r o b l e m .  Not  long  ago a y o u n g  
i n s u r a n c e  e x e c u t i v e  in P h i l a d e l p h i a  sa id  to m e ,  " In  r e a d i n g  in the  p a p e r s  
abou t  s o m e  of the b i t t e r  d i s c u s s i o n  in o u r  s t a t e  o v e r  the  tax  q u e s t i o n ,  
I a s k e d  m y s e l f ,  'What  d o e s  the s tate  do fo r  m e ?  Why shou ld  I pay any  
s t a t e  t a x e s ? ' "  He s e e m e d  to be s i n c e r e  about  t h i s ,  a l t h o u g h  t h e r e  w a s  
a tw ink le  in  h i s  e y e s .  I w a s  t r y i n g  to th ink  how I cou ld  t e l l  h i m  in a 
m i n u t e  o r  two of a l l  he  w a s  ge t t i ng  f r o m  the  S ta te  of P e n n s y l v a n i a ,  and  
he  s a id ,  "I  a m  a b a c h e l o r .  I d o n ' t  have  c h i l d r e n  in s c h o o l .  Why shou ld  
I pay s t a t e  or  l o c a l  t a x e s ? "  I sa id ,  " T h e  s t a t e  and  l o c a l  g o v e r n m e n t s  
do s o m e t h i n g  fo r  you,  a n y w a y .  " A g a i n  he s a id ,  "I  a m  not  in s c h o o l .  I 
d o n ' t  ge t  a n y t h i n g  f r o m  the  l o c a l  g o v e r n m e n t s . "  
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I d id  not  a r g u e  about  the N a t i o n a l  G o v e r n m e n t .  He has  b e e n  in 
the  A r m y ;  he w a s  i n t h e  m e t e o r o l o g i c a l  s e r v i c e .  He shou ld  know s o m e -  
th ing  about  the  b e n e f i t s  and c o s t s  of n a t i o n a l  d e f e n s e .  

It i s  a good q u e s t i o n  a n y w a y .  J u s t  wha t  do you  and I ob ta in  f r o m  
g o v e r n m e n t  ? Many  of t h o s e  who t a lk  about  b e n e f i t s  t h ink  of s p r e a d i n g  
out the  c o s t .  I have  o b s e r v e d  tha t  the  peop le  who l ike  the  b e n e f i t  t h e o r y  
l i ke  s a l e s  and o t h e r  b r o a d - b a s e d  t a x e s .  T h e y  want  t h o s e  who b e n e f i t  
f r o m  g o v e r n m e n t  s e r v i c e s  to be  t axed  a c c o r d i n g  to t h o s e  b e n e f i t s .  Bu t ,  
a s  s t a t e d ,  how m u c h  e a c h  i n d i v i d u a l  b e n e f i t s  f r o m  g o v e r n m e n t  s e r v i c e s  
is  g e n e r a l l y  u n c e r t a i n .  N o r  is  i t  f e a s i b l e  p o l i t i c a l l y  to t r y  to tax  a c -  
c o r d i n g  to b e n e f i t s  for  m a n y  pub l i c  s e r v i c e s .  T h o s e  w i thou t  i n c o m e s ,  
who  a r e  in h o s p i t a l s ,  f o r  e x a m p l e ,  ob ta in  v a r i o u s  b e n e f i t s ,  and cou ld  
not  be  t axed  in tha t  way .  At any  r a t e ,  s o c i e t y  c o n s i d e r s  i t  j u s t  to p r o -  
v ide  n u m e r o u s  s e r v i c e s  wi thou t  e x a c t i n g  a to l l  f r o m  e a c h  c i t i z e n  b a s e d  
on the  v a l u e  o r  cos t  of t h o s e  s e r v i c e s .  

T h e r e  has  b e e n  a t e n d e n c y  in m o d e r n  th ink ing  to e m p h a s i z e  the  
though t  tha t  in t a x a t i o n  we shou ld  be gu ided  by ou r  e c o n o m i c  and s o c i a l  
o b j e c t i v e s .  If one cou ld  s t a t e  it  as  a p r i n c i p l e ,  it  would  be  th is :  tha t  
t a x a t i o n  shou ld  be c o n s i s t e n t  wi th  ou r  e c o n o m i c  and s o c i a l  o b j e c t i v e s .  
In o t h e r  w o r d s ,  we shou ld  have  the kind of tax s y s t e m  w h i c h  the type  
of e c o n o m y  we want  r e q u i r e s .  I b e l i e v e  A d a m  S m i t h  w a s  c o n s c i o u s  of 
t h i s  i d e a .  We th ink  of h i m  as  a l a i s s e z - f a i r e  e c o n o m i s t .  In g e n e r a l  
he w a n t e d  a tax  s y s t e m  w h i c h  did  not  i n t e r f e r e ,  o r  i n t e r f e r e d  a s  l i t t l e  
a s  p o s s i b l e ,  wi th  p r i v a t e  e n t e r p r i s e  and a m a r k e t  e c n n o m y .  

Others have argued that taxation should be used directly to reg- 
ulate employment, consumption, and saving; that there should be in- 
centive taxes. I noticed in Baltimore the other day in one of the peri- 
odicals a summary of a speech which was made by the president of a 
large American corporation. It was a speech back about 1936 in which 
this corporation president made a plea for incentive taxation. The 
argument was that, if a corporation hired people and gave them em- 
ployrnent--this was still the period of the great depression--the taxes 
of that corporation ought to be reduced. The reverse of that, as some 
people have proposed, is that the more people the corporation laid off, 
the higher the taxes would be. The theory is that if taxes varied in- 
versely with employment, there would be enough pressure and incentive 
to compel employers to hire workers, and everybody would have a job. 

The f i s c a l - p o l i c y  t h e o r y  is  tha t  publ ic  f i n a n c e  shou ld  be  u s e d  to 
promote economic objectives, particularly economic stability and growth. 
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T h u s ,  t a x a t i o n  wou ld  be  a p o s i t i v e  f o r c e  in r e g u l a t i n g  e c o n o m i c  a c t i v i t y .  
It wou ld  be  s o m e w h a t  s e l e c t i v e ,  b e i n g  u s e d  as  an i n c e n t i v e  o r  as  a 
p u n i s h m e n t  to i n f l u e n c e  the  type ,  d i r e c t i o n ,  and a m o u n t  of e c o n o m i c  
a c t i v i t y .  We m i g h t ,  f o r  e x a m p l e ,  u se  a c c e l e r a t e d  d e p r e c i a t i o n - - w e  
have  done  tha t  to  s o m e  e x t e n t - - a s  a d e v i c e  to e n c o u r a g e  i n v e s t m e n t  and  
e m p l o y m e n t .  

We m i g h t  look  on the c a p i t a l - g a i n s  tax as  s o m e t h i n g  of an i n c e n t i v e  
t ax .  T h o s e  who have  g a i n s ,  of c o u r s e ,  would  p r e f e r  to have  no tax  at  
a l l ,  and t h e y  a r g u e  fo r  the  p r i v i l e g e  of e x e m p t i n g  c a p i t a l  g a i n s  and not  
c o n s i d e r i n g  t h e m  i n c o m e .  T h o s e  who wan t  to tax  c a p i t a l  g a i n s  m a y  
r e g a r d  t a x a t i o n  as  a m e a n s  of r e g u l a t i n g  s p e c u l a t i o n .  

One cou ld  t h ink  of m a n y  tax  p r o p o s a l s  and tax g a d g e t s  w h i c h  cou ld  
be  u s e d  fo r  f i s c a l - p o l i c y  p u r p o s e s .  H o w e v e r ,  t h e r e  is  th i s  d i f f i cu l ty :  
Suppose  we have  to r a i s e  90 or  100 b i l l i o n s  of d o l l a r s  a y e a r  in t a x e s  
to f i n a n c e  the s e r v i c e s  p r o v i d e d  by A m e r i c a n  g o v e r n m e n t s .  Tha t  s u m  
i s  so  t r e m e n d o u s  tha t  i t  is  bound to have  g r e a t  m a t e r i a l  e f f e c t s  on the 
who le  p o p u l a t i o n .  We canno t  r a i s e  90 or  100 b i l l i o n s  of d o l l a r s  a y e a r  
w i thou t  a f f e c t i n g  the e x p e n d i t u r e s  and s av ings  of the p e o p l e .  And the  
q u e s t i o n  then ,  i s ,  Who s h a l l  p a y ?  and f r o m  w h e r e  s h a l l  the  funds  c o m e  ? 

As  one th inks  about  i t ,  the only s o u r c e s  fo r  pay ing  t a x e s  a r e  t h e s e :  
F i r s t  of a l l ,  you  can  u s e  y o u r  s a v i n g s ,  y o u r  w e a l t h ,  and y o u r  p r o p e r t y .  
S e c o n d l y ,  you  can g ive  up s o m e  of the m o n e y  you  wou ld  spend .  Or  
t h i r d l y ,  you  can  give up s o m e  of y o u r  c u r r e n t  i n c o m e  w h i c h  would  go 
in to  s a v i n g  o r  s p e n d i n g  if  the  G o v e r n m e n t  did not  t ake  i t .  F o r  m o s t  ef  
u s ,  tha t  w i l l  m e a n  tha t  t a x e s  have  to c o m e  out of i n c o m e  e v e n t u a l l y ,  
i f  no t  i m m e d i a t e l y .  

T h e r e  is  m u c h  t a lk  about  new s o u r c e s  of r e v e n u e  and n e w  t a x e s ;  
but  e v e r y  new tax i s  j u s t  a n o t h e r  way  to r e a c h  s a v i n g s ,  i n c o m e ,  o r  
e x p e n d i t u r e s .  In l ook ing  a h e a d  to tax r e v i s i o n  by C o n g r e s s  th i s  c o m i n g  
s e s s i o n ,  i t  m a y  be  a r g u e d  tha t  we shou ld  t ake  the  t a x e s  off c o n s u m e r s '  
s p e n d i n g .  K e y n e s  and o t h e r  e c o n o m i s t s  have  c o n t e n d e d  tha t  we s h o u l d  
s e e k  w a y s  and m e a n s  to keep  m o n e y  at  w o r k .  T h e r e f o r e  we m i g h t  r e -  
d u c e  the e x c i s e s  f i r s t  to he lp  k e e p  c o n s u m e r  s p e n d i n g  and p r o d u c t i o n  
in b a l a n c e .  If we  t ake  the  t a x e s  off of c o n s u m e r  e x p e n d i t u r e s ,  h o w e v e r ,  
we  have  to l e a v e  the t a x e s  on s a v i n g s  u n l e s s  g o v e r n m e n t  b u d g e t s  can  
be  cut  s u f f i c i e n t l y .  We have  to tax  i n v e s t m e n t  o r  c o n s u m p t i o n .  In 
f ac t ,  we have  to t ax  bo th  to s u p p o r t  the huge  e x p e n s e s  of g o v e r n m e n t .  
Tha t  i s  o u r  d i l e m m a .  
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W h e n  we h a v e  to  i n c r e a s e  t a x e s ,  s h o u l d  we p l a c e  the  new  t a x e s  
on i n v e s t m e n t  o r  on c o n s u m p t i o n ?  S h o u l d  we r a i s e  the  r a t e s  of t he  
i n c o m e  tax  on the  h i g h e r  b r a c k e t s  and  a i m  o u r  t a x e s  at  s a v i n g ,  o r  
s h o u l d  we u s e  s a l e s  t a x e s ,  o r  v a r i o u s  e x c i s e s ,  w h i c h  a r e  e s s e n t i a l l y  
t a x e s  on s p e n d i n g ?  If we a r e  g o i n g  to r e d u c e  t a x e s ,  s h o u l d  we r e d u c e  
t a x e s  on s p e n d i n g  o r  s a v i n g ?  

P a r t  of t he  d i f f i c u l t y  i s  t h a t  a l l  of t h e s e  t a x e s  m a y  a f f e c t  b o t h  s a v i n g  
and  s p e n d i n g  to  s o m e  e x t e n t .  We pay  an e x c i s e  t ax  p e r h a p s  ou t  of  m o n e y  
w h i c h  w o u l d  o t h e r w i s e  be  s a v e d .  In t ha t  e v e n t ,  a s a l e s  t ax  on t o b a c c o  
o r  a t ax  on w h i s k e y  i s  a t ax  w h i c h  r e d u c e s  s a v i n g  r a t h e r  t h a n  s p e n d i n g .  
An  i n c o m e  tax  i s  no t  a l t o g e t h e r  a tax  on s a v i n g .  I t  f r e q u e n t l y  t a k e s  
m o n e y  w h i c h  m i g h t  o t h e r w i s e  be  s p e n t .  

H i s t o r i c a l l y ,  t a x e s  h a v e  b e e n  i m p o s e d  p r i m a r i l y  to  r a i s e  r e v e n u e ,  
no t  t o  c o n t r o l  t he  e c o n o m y .  T o  ob t a in  a d e q u a t e  r e v e n u e  g o v e r n m e n t s  
n e e d  a d i v e r s i t y  of s o u r c e s :  i n c o m e  t a x e s ;  e x c i s e  o r  s a l e s  t a x e s ;  p r o p -  
e r t y  t a x e s ;  c o r p o r a t i o n  t a x e s ;  and  o t h e r  t a x e s .  D i v e r s i t y  m a y  be  c a r -  
r i e d  t oo  f a r ,  h o w e v e r ,  and  o u r  t ax  s t r u c t u r e s  h a v e  b e c o m e  s o m e t h i n g  
of a h o d g e p o d g e .  M a n y  t a x e s  a r e  i n d i r e c t  and  c o n c e a l e d .  G o v e r n m e n t s  
h a v e  found  it  e a s i e r ,  b e c a u s e  of t a x p a y e r  r e s i s t a n c e ,  to  r a i s e  l a r g e  
r e v e n u e s  f r o m  a m u l t i t u d e  of t a x e s  t h a n  f r o m  a f ew .  

F o r  e x a m p l e ,  c o r p o r a t i o n  t a x e s  a r e  i m p o s e d  to  p r o c u r e  22 b i l l i o n s  
of  d o l l a r s  a y e a r  by  the  F e d e r a l  and  S t a t e  G o v e r n m e n t s .  T h e  t h e o r y  
of s o m e  p e r s o n s  s e e m s  to  be  t h a t  a c o r p o r a t i o n  i s  n o b o d y ,  and  n o b o d y  
p a y s  c o r p o r a t i o n  t a x e s ;  t h e r e f o r e ,  t h e y  a r e  e x c e l l e n t  t a x e s .  A c t u a l l y ,  
c o r p o r a t i o n ,  e x c i s e ,  p r o p e r t y ,  i n c o m e ,  and  a l l  t a x e s  f a l l  u p o n  p e r s o n s  
in  s o m e  f a s h i o n .  T h e  f u n d s  t a k e n  in  t a x e s  h a v e  to  c o m e  out  of  m o n e y  
t h a t  w o u l d  be  s a v e d  o r  m o n e y  t h a t  wou ld  be  s p e n t  by  s o m e o n e .  So a l l  
t a x e s  do h a v e  s o m e  e f f e c t  on the  e c o n o m y .  

It  i s  w o r t h  e m p h a s i z i n g  t he  m o d e r n  c o n c e p t  t h a t  t a x e s  f o r  r e v e n u e  
a nd  r e g u l a t i o n  ough t  t o  be  c o n s i s t e n t  w i t h  o u r  e c o n o m i c  and  s o c i a l  o b -  
j e c t i v e s .  U n f o r t u n a t e l y ,  t h i s  p r i n c i p l e  i s  no t  w h o l l y  a t t a i n a b l e .  B u t  
r e g u l a t o r y  t a x e s  s h o u l d  c e r t a i n l y  no t  p r o m o t e  u n e c o n o m i c  o b j e c t i v e s ,  
and  r e v e n u e  t a x e s  s h o u l d  i n t e r f e r e  a s  l i t t l e  a s  p o s s i b l e  w i t h  the  a c h i e v e -  
m e n t  of o u r  e c o n o m i c  and  s o c i a l  g o a l s .  If r e v e n u e  t a x e s  w o r k  s o m e  
p o s i t i v e  good ,  so  m u c h  the  b e t t e r .  

Now,  I s e e  the  t i m e  i s  r u n n i n g  on.  I do  no t  w a n t  to  o m i t  s o m e  
r e f e r e n c e  to  the  p u b l i c - d e b t  p r o b l e m .  
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T h e  P u b l i c - D e b t  P r o b l e m  

T h e  l a s t  F e d e r a l - d e b t  s t a t e m e n t  s h o w e d ,  a s  a n n o u n c e d  b y  t h e  
T r e a s u r y ,  a d e b t  of  a b o u t  277 b i l l i o n s  of  d o l l a r s .  T h e r e  i s  s o m e  d i s -  
p u t e  o v e r  t h e  q u e s t i o n ,  H o w  b i g  i s  t h e  F e d e r a l  d e b t ?  b e c a u s e  t h e r e  a r e  
F e d e r a l  o b l i g a t i o n s  n o t  i n c l u d e d  in  t h a t  277 b i l l i o n s .  T h e  T a x  F o u n d a -  
t i o n  p u b l i s h e d  a b u l l e t i n  n o t  l o n g  a g o  w i t h  a h e a d i n g  s o m e t h i n g  l i k e  t h i s :  
" 2 9 1  B i l l i o n  D o l l a r s  of  C o n t i n g e n t  L i a b i l i t i e s  of  t h e  F e d e r a l  G o v e r n -  
m e n t .  " T h i s  i n v o l v e d  a l l  of  t h e  c l a i m s  a g a i n s t  t h e  F e d e r a l  G o v e r n m e n t  
a n d  i t s  a g e n c i e s .  O n e  m a y  t h i n k  t h a t  a F e d e r a l  d e b t  o f  277 b i l l i o n s  i s  
e n o u g h  to  w o r r y  a b o u t .  W h e n  y o u  h a v e  to  a d d  291 b i l l i o n s  of  o t h e r  o b -  
l i g a t i o n s ,  t h e  d e b t  p r o b l e m  b e c o m e s  e v e n  m o r e  s e r i o u s .  

A p a r t i a l  e x p l a n a t i o n  of  h o w  t h e  b u d g e t  go t  s o  b i g ,  w h y  t h e  d e b t  
i s  s o  h u g e ,  a n d  w h y  t a x e s  a r e  s o  h i g h  i s  a t h r e e  l e t t e r e d  w o r d - - W - A - R ;  
w a r s  p a s t ,  p r e s e n t ,  a n d  t h e  s p e c t r e  of  t h e  f u t u r e .  I f  we  c o u l d  e l i m i n a t e  
f r o m  t h e  p u b l i c  d e b t  t h e  b u d g e t  a n d  o u r  t a x e s  t h e  c o s t s  of  n a t i o n a l  d e -  
f e n s e ,  we  w o u l d  r e m o v e  t h e  g r e a t  p a r t .  I do  n o t  k n o w  p r e c i s e l y  j u s t  
w h a t  p a r t - - b u t  i t  m i g h t  b e  80 p e r c e n t  o r  s o .  If  t h e  c o s t  o f  g o v e r n m e n t  
i s  t o  c o m e  d o w n  s u b s t a n t i a l l y ,  we  m u s t  s o m e h o w ,  a s  a w o r l d ,  f i n d  a 
w a y  to  s e t t l e  o u r  d i f f e r e n c e s  w i t h o u t  g o i n g  to  w a r ,  o r  w i t h o u t  h a v i n g  to  
p r e p a r e  f o r  w a r .  

C o n t i n u e d  w a r r i n g  a n d  s p e n d i n g  b y  m o d e r n  n a t i o n s ,  a s  A d a m  S m i t h  
a n d  s o m e  o f  t h e  e a r l y  e c o n o m i s t s  w a r n e d ,  m a y  b a n k r u p t  t h e  c i v i l i z e d  
w o r l d .  A s  we  k n o w ,  f i n a n c i a l  a n d  e c o n o m i c  i n s o l v e n c y  i n v i t e s  d i c t a -  
t o r s  a n d  c o m m u n i s m .  

If  we  a r e  t o  r e d u c e  t h e  F e d e r a l  d e b t ,  we m u s t  s o m e h o w  o r  o t h e r  
a r r a n g e ,  o r  h a v e  P r o v i d e n c e  a r r a n g e  f o r  u s ,  t h e  r e s u l t  t h a t  t a x e s  w i l l  
e x c e e d  e x p e n d i t u r e s .  

A s  t h e  d e b t  g r o w s  b i g g e r ,  t h e  i n t e r e s t  c h a r g e s  a l s o  g r o w  b i g g e r .  
We  h a v e  a F e d e r a l  i n t e r e s t  c o s t  n o w  of  a l m o s t  s e v e n  b i l l i o n s  of  d o l -  
l a r s .  N o w ,  o n e  w a y  to  l o o k  a t  t h a t  i s  t h i s :  If  we  d i d  n o t  h a v e  t h a t  
s e v e n  b i l l i o n s  o f  d o l l a r s  in  t h e  b u d g e t  f o r  i n t e r e s t ,  w e  w o u l d  n o t  h a v e  
t o  r a i s e  s e v e n  b i l l i o n s  i n  t a x e s .  We c o u l d  c u t  t a x e s  s e v e n  b i l l i o n s  o r  
w e  c o u l d  u s e  t h e  s e v e n  b i l l i o n s  of  d o l l a r s ,  w h i c h  we  n o w  u s e  f o r  i n -  
t e r e s t  a n d  p u t  i t  i n t o  o t h e r  t h i n g s - - d e f e n s e ,  h i g h w a y s ,  e d u c a t i o n ,  o r  
o t h e r  s e r v i c e s .  

T h e  t a s k  o f  t r y i n g  to  r a i s e  s e v e n  b i l l i o n  d o l l a r s  in  i n t e r e s t  i s  a 
t r o u b l e s o m e  o n e .  If we d i d  n o t  h a v e  to  r a i s e  t h a t ,  we  c o u l d  r e d u c e  o r  
a b a n d o n  t h e  t a x e s  on w h i s k e y ,  t o b a c c o ,  g a s o l i n e ,  a n d  o t h e r  c o m m o d i t i e s .  
O r  y o u  c o u l d  h a v e  t h e  p e r s o n a l  i n c o m e  t a x e s  r e d u c e d  a b o u t  25 p e r c e n t .  
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One w o n d e r s  h e r e ,  w h e t h e r  we ,  the g r e a t  e x p o n e n t s  of c a p i t a l i s m ,  
a r e  f ind ing  o u r s e l v e s  in the p o s i t i o n  tha t  the o l d e r  E u r o p e a n  c o u n t r i e s  
h a v e  b e e n  in,  the p o s i t i o n  of hav ing  a debt  w h i c h  we s e e m  to f ind  no 
w a y  to r e d u c e .  We a r e  m a i n t a i n i n g  the deb t  and i t s  i n t e r e s t  c h a r g e s ,  
t h i n k i n g  tha t  i s  the l e s s e r  of two e v i l s ,  the o t h e r  ev i l  b e i n g  r e d u c i n g  
the  debt  by s a c r i f i c i n g  tax r e d u c t i o n s .  

A n o t h e r  w a y  to i n d i c a t e  the i m p o r t a n c e  of the  p r o b l e m  is  to th ink  
of the  i n t e r e s t  r a t e  and i t s  e c o n o m i c  e f f e c t s .  The  T r e a s u r y  i s  now 
p a y i n g  two p e r c e n t  on i t s  91-day b i l l s .  D u r i n g  and a f t e r  the  Second  
W o r l d  W a r ,  i n t e r e s t  r a t e s  w e r e  c o n t r o l l e d  and the G o v e r n m e n t  was  
p a y i n g  3 /8  p e r c e n t  on T r e a s u r y  b i l l s .  T h e r e  w e r e  s o m e  f i n a n c i e r s  
and  e c o n o m i s t s  who s u g g e s t e d  tha t  the  day  m i g h t  not  be  f a r  off when  
the  G o v e r n m e n t  would  o p e r a t e  wi thou t  pay ing  i n t e r e s t  at  a l l .  It w a s  
s a id  tha t  the  G o v e r n m e n t  could  c o n t r o l  the banks  and the supp ly  of 
c r e d i t s .  Some  f a r - r e a c h i n g  e c o n o m i c  and s o c i a l  q u e s t i o n s  a r e  i n -  
v o l v e d  in such  p r o p o s a l s .  Many  b a n k e r s  and e c o n o m i s t s  b e l i e v e  tha t  
i n t e r e s t  r a t e s  shou ld  be  r a t h e r  f l ex ib l e ;  tha t  they  shou ld  have  s o m e  
r e l a t i o n s h i p  to the  h e a l t h  of the e c o n o m y .  When i n t e r e s t  r a t e s  go up, 
the  b u d g e t  and t a x e s  a r e  h i g h e r .  To  p r e v e n t  th i s ,  s o m e  a r g u e  for  
f r e e z i n g  i n t e r e s t  r a t e s  at  low l e v e l s .  But  in f l a t ion  m a y  be t h r e a t e n e d ,  
and  e c o n o m i c  po l i cy  m a y  ca l l  fo r  a d v a n c i n g  i n t e r e s t  r a t e s  and l i m i t i n g  
p r i v a t e  b o r r o w i n g .  T h u s ,  as  the i n t e r e s t  p a y m e n t s  g r o w  wi th  the  debt ,  
i t  m a y  b e c o m e  v e r y  d i f f i cu l t  o r  i m p o s s i b l e  to r e c o n c i l e  r a t i o n a l l y  b u d g e t  
and  e c o n o m i c  p o l i c i e s .  

I wou ld  l ike  to l e a v e  th is  thought  wi th  you if I m a y ,  tha t  we have  
h e r e  a p r o b l e m  w h i c h  is  d i f f i cu l t  and deep;  tha t  it is  a p r o b l e m  w h i c h  
a p p a r e n t l y  canno t  be  m e t  w i thou t  e d u c a t i o n .  It i s  a l s o  a p r o b l e m  in 
e t h i c s .  We m u s t  l e a r n  to p l a c e  the publ ic  good,  the g e n e r a l  i n t e r e s t ,  
above  the  d e s i r e s  of any  i nd iv idua l ;  not  in the s e n s e  tha t  the i n d i v i d u a l  
i s  e n t i r e l y  d i s r e g a r d e d  but  r e a l i z i n g  tha t  t a x a t i o n  is  a p r o b l e m  of the 
w h o l e  Na t ion  and shou ld  be s o l v e d  on tha t  b a s i s .  

If the  budge t  i s  to be c o n t r o l l e d  and we a r e  to m a i n t a i n  e s s e n t i a l  
s e r v i c e s  in a s e n s i b l e  way  w h i c h  w i l l  not  w a s t e  the t a x p a y e r s '  m o n e y ,  
if  o u r  tax load  i s  to be  d i s t r i b u t e d  equ i t ab ly  in a m a n n e r  as  c o n s i s t e n t  
a s  p o s s i b l e  wi th  our  e c o n o m i c  and s o c i a l  o b j e c t i v e s ,  and if the pub l i c  
deb t  i s  not  to b e c o m e  u n m a n a g e a b l e ,  then  c e r t a i n l y  we m u s t  t o g e t h e r ,  
as  c i t i z e n s ,  w o r k  out the  b e s t  p o s s i b l e  a p p r o a c h  to t h e s e  c h a l l e n g i n g  
p r o b l e m s .  
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DR. KRESS: G e n t l e m e n ,  t h i s  i s  y o u r  o p p o r t u n i t y  t o  a i r  y o u r  p e t  
t a x  p e e v e s  a n d  g e t  t h e  e x p e r t  j u d g m e n t  on  t h e m .  

Q U E S T I O N :  D o c t o r ,  in  a n u m b e r  of  c o u n t r i e s  i t  i s  c u s t o m a r y  f o r  
t h e  g o v e r n m e n t  to  o p e r a t e  o r  s p o n s o r  a n a t i o n a l  l o t t e r y .  F r o m  t h e  
e c o n o m i c  p o i n t  of  v i e w ,  i s  t h i s  a d e s i r a b l e  m e a n s  o f  o b t a i n i n g  g o v e r n -  
m e n t  r e v e n u e  ? 

D R .  B U E H L E R :  It  i s  a s o u r c e  of  s o m e  r e v e n u e .  I d o  n o t  k n o w  
of  a n y  c o u n t r y  t h a t  o b t a i n s  m a j o r  r e v e n u e  f r o m  a l o t t e r y .  Of  c o u r s e  
it involves ethical and religious issues as well as economic. If you 
say that production is providing service or a utility, I suppose you 
could look on horse or dog racing as providing service in the form of 
entertainment.  

So f a r  a s  b e t t i n g  i s  c o n c e r n e d ,  I m u s t  s a y  a s  a n  e c o n o m i s t  t h a t  
I c a n n o t  s e e  m u c h  p r o d u c t i o n  in  t r a n s f e r r i n g  t e n  d o l l a r s  f r o m  m y  
p o c k e t  to  y o u r  p o c k e t ,  o r  v i c e  v e r s a ,  t h r o u g h  g a m b l i n g .  F r o m  t h e  
s t a n d p o i n t  of  t h e  e c o n o m y  i t  w o u l d  b e  p r e f e r a b l e  t o  h a v e  a s  a t a x  b a s e  
t h e  i n c o m e  a n d  p r o d u c t i o n  of  t h e  e c o n o m y .  W e  w o u l d  o b t a i n  f a r  m o r e  
m o n e y  f r o m  a n  i n c o m e ,  e x c i s e ,  s a l e s ,  o r  p r o p e r t y  t a x  t h a n  f r o m  a 
l o t t e r y .  At  a n y  r a t e ,  t h e  p r a c t i c a l  a n s w e r  i s  t h a t  l o t t e r i e s  h a v e  n o t  
b e e n  g r e a t  s o u r c e s  of  r e v e n u e ,  a l t h o u g h  t h e y  h a v e  s u p p l i e d  s o m e  m o n e y .  

Q U E S T I O N :  In  an  a t t e m p t  t o  i n f l u e n c e  t h e  l e v e l  of  e c o n o m i c  a c -  
t i v i t y ,  w o u l d  y o u  c o m m e n t  on  t h e  r e l a t i v e  m e r i t s  o f  v a r y i n g  r a t e s  o f  
t a x a t i o n  a s  c o m p a r e d  w i t h  v a r y i n g  t h e  r a t e  of  s p e n d i n g  a n d  g o i n g  i n t o  
d e f i c i t  s p e n d i n g  ? 

DR. B U E t t L E R :  A s p e n d i n g  f l o w  c a n  p r o b a b l y  b e  r e g u l a t e d  s o m e -  
w h a t  m o r e  e a s i l y  t h a n  t h e  t a x  r a t e .  T a x a t i o n ,  a s  we  k n o w  i t ,  i s  a 
l e g i s l a t i v e  f u n c t i o n ,  a n d  t h e  t a x  r a t e  o r d i n a r i l y  i s  n o t  c h a n g e d  u n l e s s  
t h e  l e g i s l a t u r e  v o t e s  a c h a n g e .  It  m i g h t  r e q u i r e  a y e a r  o r  t w o  to  s e -  
c u r e  d e s i r e d  t a x  c h a n g e s .  T h e  e x c e p t i o n  w o u l d  b e  a n  a r r a n g e m e n t  l i k e  
t h e  r e c i p r o c a l  t a r i f f  m e a s u r e s  w h e r e  t h e  A d m i n i s t r a t i o n  i s  g i v e n  a u -  
t h o r i t y  to  c h a n g e  t h e  t a x  r a t e s  w i t h i n  c e r t a i n  l i m i t s .  

O n e  c o u l d  a t t a i n  f l e x i b i l i t y  i f  we  p u t  i n t o  o p e r a t i o n  t h e  s u g g e s t i o n  
of  A l f r e d  H a n s e n ,  t h e  H a r v a r d  e c o n o m i s t .  In  e s s e n c e  i t  w o u l d  b e  t h i s :  
W e  w o u l d  s e t  u p  a b o a r d  s o m e w h a t  l i k e  t h e  F e d e r a l  R e s e r v e  B o a r d ,  
a n d  t h i s  b o a r d  w o u l d  h a v e  a u t h o r i t y  t o  r a i s e  t h e  t a x  r a t e s  o r  to  l o w e r  
t h e m ,  l e t  u s  s a y ,  f r o m  m o n t h  to  m o n t h ,  q u a r t e r l y ,  o r  e v e r y  s i x  m o n t h s ,  
a s  t h e  o c c a s i o n  m i g h t  s e e m  to  d e m a n d .  
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We o b s e r v e  how t h e  d i s c o u n t  r a t e s  a t  the  F e d e r a l  R e s e r v e  B a n k s  
a r e  c h a n g e d ,  and  t h i s  w o u l d  s u g g e s t  a s i m i l a r  a r r a n g e m e n t  f o r  t ax  
r a t e s .  S o m e  d i f f i c u l t i e s  wou ld  be  e n c o u n t e r e d .  Who s h o u l d  be  on the  
boa r -d?  How a r e  j u d g m e n t s  to  b e  m a d e  a s  to  the  tax  r a t e s ,  and  t he  
t a x e s  to  be  ~xnposed?  And  t h e r e  a r e  d i f f i c u l t i e s  f r o m  the  s t a n d p o i n t  
of the  t a x p a y e r .  If one  i s  e n t e r i n g  i n to  c o n t r a c t s ,  t r y i n g  to do b u s i -  
n e s s ,  l o o k i n g  a h e a d ,  i n v e s t i n g ,  and  so  on,  i t  i s  go ing  to  be  u n s e t t l i n g ,  
i f  you  do  n o t  know w h a t  the  t a x  r a t e s  w i l l  b e .  R e v e n u e s  w i l l  a l s o  b e  
m o r e  u n c e r t a i n  f o r  t he  G o v e r n m e n t  if t he  i n c o m e  t ax  c h a n g e s  m o n t h l y  
o r  q u a r t e r l y .  Say  we w o u l d  be  f o r c e d ,  p e r h a p s ,  to  c h a n g e  the  r a t e s  
o n c e  a y e a r ,  o r  s o m e t h i n g  of t h a t  s o r t .  T h i s  i s  no t  a v e r y  f l e x i b l e  
a r r a n g e m e n t .  

T h e n ,  a n o t h e r  d i f f i c u l t y  w i t h  t a x a t i o n  i s  t ha t  i t  i s  a b l a n k e t  o r  
m a s s  i n s t r u m e n t  of r e g u l a t i o n .  F o r  e x a m p l e ,  t he  law m a y  p e r m i t  
t h a t  e m e r g e n c y  f a c i l i t i e s  m a y  be  a m o r t i z e d  o v e r  a f i v e - y e a r  p e r i o d ;  
t h a t  d e p r e c i a t i o n  r a t e s  m a y  be  s t e p p e d  up u n d e r  c e r t a i n  c o n d i t i o n s .  
S h o u l d  e v e r y  f i r m  be  a l l o w e d  to  h a v e  the  b e n e f i t s  of the  p r o v i s i o n s ,  
o r  on ly  t h o s e  f i r m s  w h i c h  m e e t  o t h e r  c o n d i t i o n s  u n d e r  G o v e r n m e n t  
s u p e r v i s i o n  ? 

T h e r e  i s  t he  d i f f i c u l t y ,  t a x w i s e ,  of m a k i n g  the  i n s t r u m e n t  of r e g u -  
l a t i o n  s u f f i c i e n t l y  s e l e c t i v e  so  t h a t  the  a p p l i c a t i o n  of the  t ax  m a y  be  
v a r i e d ,  no t  on ly  in  r e l a t i o n  to  g e n e r a l  e c o n o m i c  c o n d i t i o n s ,  b u t  to  the  
c o n d i t i o n s ,  s ay ,  in the  p a r t i c u l a r  m a r k e t  and  the  c o n d i t i o n s  of the  p a r -  
t i c u l a r  c o m p a n y .  C o n s i d e r a b l e  d i s c r e t i o n  in  t ax  a d m i n i s t r a t i o n  w o u l d  
b e  n e c e s s a r y .  

In the  a d m i n i s t r a t i o n  of  p u b l i c  e x p e n d i t u r e s  i t  s e e m s  to be  c o n -  
v e n t i o n a l  to  a l l ow  s o m e  d i s c r e t i o n .  We a r e  a l s o  a p p a r e n t l y  m o r e  
l i k e l y  to  ge t  a c t i o n  f r o m  the  l e g i s l a t u r e  on s p e n d i n g  t h a n  we a r e  on 
t a x a t i o n .  

In t h e  C o m m i t t e e  f o r  E c o n o m i c  D e v e l o p m e n t  p r o g r a m  on the  b u d g e t  
a n d  t a x a t i o n ,  a s t a b l e  t ax  s y s t e m  i s  p r o p o s e d .  T h a t  i s ,  C o n g r e s s  w o u l d  
e s t a b l i s h  the  t a x e s  and  the  r a t e s  f o r  a p e r i o d  of  y e a r s .  W h e n  e c o n o m i c  
c o n d i t i o n s  i m p r o v e d ,  the  t ax  s y s t e m  wou ld  p r o v i d e  m o r e  r e v e n u e  and  
we  c o u l d  r e d u c e  the  d e b t .  If  c o n d i t i o n s  d e t e r i o r a t e d ,  t he  G o v e r n m e n t  
w o u l d  h a v e  l e s s  r e v e n u e ,  and  i t  wou ld ,  if  n e c e s s a r y ,  i n c u r  a d e f i c i t .  

T h e  b u s i n e s s m e n  and  i n v e s t o r s  w o u l d  l ike  to  h a v e  a s t a b l e  t ax  
s t r u c t u r e  so  t h e y  c o u l d  l ook  a h e a d  and  m a k e  t h e i r  p l a n s .  It  m i g h t  be  
t h a t ,  if  t ax  r a t e s  w e r e  f i xed ,  e x c e p t  f o r  s u c h  e m e r g e n c i e s  a s  w a r s ,  
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f l o o d s ,  s u d d e n  c h a n g e s  i n  p o p u l a t i o n ,  a n d  s o  on ,  t h e  c h a n c e s  o f  k e e p -  
i n g  t h e  b u d g e t  w i t h i n  t h e  t a x  r e v e n u e  w o u l d  b e  b e t t e r .  I m e n t i o n  t h e  
C o m m i t t e e  f o r  E c o n o m i c  D e v e l o p m e n t  f i s c a l  p r o g r a m  b e c a u s e  i t  e m -  
p h a s i z e s  s t a b i l i t y  i n  t h e  f e a t u r e s  of  t a x a t i o n  r a t h e r  t h a n  r e v i s i o n s  f r o m  
m o n t h  to  m o n t h  to e n c o u r a g e  e c o n o m i c  a c t i v i t y .  

Q U E S T I O N :  I t  a p p e a r s  to  m e  t h a t  o v e r  t h e  c o u r s e  of  y e a r s  c e r -  
t a i n  p r a c t i c e s  in  t a x a t i o n  h a v e  g r o w n  up  f o r  s p e c i a l i z e d  p u r p o s e s ,  
w h e r e a s  o t h e r  e q u a l l y  d e s e r v i n g  t h i n g s  a r e  a l l  t h r o w n  i n t o  a p o t .  F o r  
i n s t a n c e ,  I t h i n k  of  a g a s  t a x ,  w h i c h  I t h i n k  i s  r e s t r i c t e d  in  m o s t  i n -  
s t a n c e s  to  t h e  b u i l d i n g  of  a r o a d  s y s t e m  by  v i r t u e  of  t h e  f a c t  t h a t  i t  i s  
a d i r e c t  s o u r c e  of  i n c o m e .  O u r  s t r e e t s  a r e  t e n d e d  to  b e t t e r ,  e s p e -  
c i a l l y ,  t h a n  e d u c a t i o n a l  i n s t i t u t i o n s ,  w h i c h  s e e m  to  b e  e q u a l l y  d e s e r v i n g ,  
b u t  l e s s  p o p u l a r  w i t h  t h e  G o v e r n m e n t .  C a n  y o u  r a t i o n a l i z e  i n  t h a t  a r e a ?  

DR. BUEHLER: W e l l ,  of  c o u r s e ,  i t  d o e s  h a p p e n  t h a t  t h e  s t a t e s  
f r e q u e n t l y  d o  e a r m a r k  f u n d s  f o r  e d u c a t i o n .  I do  n o t  k n o w  o f f h a n d  h o w  
m a n y  s t a t e s  do ,  b u t  s o m e t i m e s  t h e  s a l e s  t a x  i s  e a r m a r k e d  f o r  e d u c a -  
t i o n .  In  o n e  i n s t a n c e - - t h i s  i s  a C a n a d i a n  i n s t a n c e - - I  r e c a l l  t h e  P r o v -  
i n c e  of N e w  B r u n s w i c k  p a s s e d  a s a l e s  t a x  l a w  a n d  v o t e d  to  c h a n g e  t h e  
n a m e  of  t h e  s a l e s  t a x  a n d  c a l l  i t  an  e d u c a t i o n  t a x .  

Q u i t e  a f e w  of t h e  s t a t e s  h a v e  u s e d  t h e  i n c o m e  t a x  o r  s o m e  o t h e r  
t a x  f o r  e d u c a t i o n .  W h y ?  T h e  e a r m a r k i n g  of  f u n d s  i s  in  a s e n s e  a q u i t e  
a n c i e n t  i d e a .  I t  w o u l d  b e  s u g g e s t e d  in  a n  e a r l y  s o c i e t y  w h e r e  a p e r s o n  
w a n t e d  s o m e  s p e c i a l  s e r v i c e  a n d  i t  w a s  t h o u g h t  t h a t  h e  s h o u l d  p a y  a c -  
c o r d i n g  to  t h e  s e r v i c e  he  g o t .  F o r  e x a m p l e ,  i f  h e  w a n t e d  to  u s e  t h e  
h i g h w a y s ,  h e  h a d  t o  p a y  t o l l s .  We d o  u s e  b e n e f i t  c h a r g e s  f o r  t h e  u s e  
o f  h i g h w a y s .  T h e s e  a r e  t o l l s ,  g a s o l i n e ,  a n d  l i c e n s e  t a x e s .  In  t h e  
F e d e r a l  G o v e r n m e n t  t h e r e  i s  n o  e a r m a r k i n g  of  a n y  t a x  r e v e n u e  f o r  
h i g h w a y s ,  b u t  we  u s e  s p e c i a l  r e v e n u e s  f o r  u n e m p l o y m e n t  a n d  o l d - a g e  
i n s u r a n c e .  P r o p e r t y  a s s e s s m e n t s  m a y  b e  u s e d  f o r  s p e c i f i c  l o c a l  i m -  
p r o v e m e n t s .  T h e r e  a r e  a l s o  v a r i o u s  l i c e n s e s  a n d  f e e s  w h e r e  p e o p l e  
p a y  a s p e c i a l  c h a r g e  a n d  o b t a i n  a s p e c i a l  b e n e f i t .  

I did not have time previously to talk about financial management 
and its problems. From the management angle, it becomes exceed- 
ingly difficult if a government has numerous special funds. Education 
is financed with this fund; highways from another fund; and so on. It 
might happen that the sales tax, let us say, if it is used for ~education, 
might provide much more money than the system really needs. There 
could be waste there. Or it may happen that the present sonrces are 
inadequate. 
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We g o t  i n t o  t h i s  h i g h w a y  e a r m a r k i n g  i n  t h e  s t a t e s  b e c a u s e  of  t h e  
p r e s s u r e s  f r o m  t h e  p e t r o l e u m  i n d u s t r y ,  t h e  a u t o m o b i l e  i n d u s t r y ,  a n d  
t h e  m o t o r i s t s .  T h e y  s a id :  " T h i s  i s  s a c r e d  m o n e y .  Y o u  a r e  t a k i n g  i t  
f r o m  t h e  m o t o r i s t s ,  a n d  t h e r e f o r e  i t  m u s t  b e  s p e n t  on t h e  h i g h w a y s .  " 
B u t  h o w  m u c h  of  t h e  w h i s k e y  t a x  i s  d e d i c a t e d  to  t h e  h e a l t h  a n d  t h e  o l d -  
a g e  b e n e f i t s  of  t h o s e  w h o  p a y  t h e  t a x ?  H o w  m u c h  d o  t h e  s m o k e r s  of  
c i g a r e t t e s ,  w h o  a r e  d e v e l o p i n g  c a n c e r s  in  t h e i r  l u n g s ,  g e t  o u t  o f  t h e  
t a x ?  W h e n  y o u  p a y  t h e  p r o p e r t y  t a x  on  y o u r  h o m e ,  d o  y o u  h a v e  a n y  
a s s u r a n c e  t h a t  t h a t  m o n e y  i s  s a c r e d  a n d  t h a t  i t  w i l l  b e  u s e d  f o r  y o u ?  

F r o m  t h e  o v e r a l l  s t a n d p o i n t  o f  t h e  f i s c a l  m a n a g e r ,  i t  w o u l d  be  
b e t t e r  i f  t h e  t a x e s  w e n t  i n t o  t h e  g e n e r a l  f u n d  a n d  t h a t  we  f i n a n c e d  e d u -  
c a t i o n ,  h i g h w a y s ,  a n d  t h e  o t h e r  s e r v i c e s  ou t  of  t h e  g e n e r a l  f u n d .  If  
t h e  g a s o l i n e  t a x  w e r e  a p r o l i f i c  s o u r c e  o f  r e v e n u e  w h i c h  p r o v i d e d  m o r e  
m o n e y  t h a n  we  n e e d e d  f o r  t h e  h i g h w a y s ,  w h a t  h a r m  w o u l d  t h e r e  b e  in  
p u t t i n g  t h a t  m o n e y  in  h e a l t h ,  e d u c a t i o n ,  a n d  o t h e r  p l a c e s ,  a s  we  d o  t h e  
t a x e s  o n  w h i s k e y ,  t o b a c c o ,  a n d  o t h e r  t h i n g s ?  

In  t h e  r e p o r t  o f  t h e  F e d e r a l  C o m m i s s i o n  on  I n t e r g o v e r n m e n t a l  
R e l a t i o n s ,  w h i c h  c a m e  o u t  a f e w  w e e k s  a g o ,  t h e  C o m m i s s i o n  r e c o m -  
m e n d e d  t h a t  t h e  F e d e r a l  r e q u i r e m e n t s  a s  to  e a r m a r k i n g  of  s t a t e  g a s o -  
l i n e  t a x e s  b e  w i t h d r a w n ,  a n d  t h a t  t h e  F e d e r a l  G o v e r n m e n t  n o t  m a k e  
e a r m a r k i n g  a c o n d i t i o n  f o r  g e t t i n g  h i g h w a y  f u n d s .  

Q U E S T I O N :  B u s i n e s s  m a k e s  t h e  a l l e g a t i o n - - I  p r e s u m e  i t  i s  t r u e - -  
t h a t  y o u  c a n  t a x  t h e  i n c e n t i v e  o u t  of  b u s i n e s s  o r  b u s i n e s s  e x p a n s i o n .  
H a s  t h e r e  b e e n  m u c h  s t u d y  on  t h a t  p r o b l e m  a s  to  w h e t h e r  t h a t  p o i n t  i s  
r i g h t ,  t h a t  b u s i n e s s  l o s e s  i n c e n t i v e  a s  t h e  r e s u l t  o f  h i g h  t a x e s  ? 

D R .  B U E H L E R :  T h e r e  h a s  b e e n  a l o t  of  s t u d y  a n d  a l o t  o f  d i s -  
c u s s i o n .  I t h i n k  an  h o n e s t  a n d  f r a n k  a n s w e r  w o u l d  be  t h a t  we  d o  n o t  
k n o w  w h e r e  t h e  p o i n t  i s .  T h e  H a r v a r d  B u s i n e s s  S c h o o l  p e o p l e  h a v e  
h a d  a s e r i e s  o f  s t u d i e s ,  a n d  y o u  p e r h a p s  h a v e  s e e n  t h e m .  T h e y  h a v e  
h a d  h u n d r e d s  of  i n t e r v i e w s  w i t h  b u s i n e s s  e x e c u t i v e s  a n d  i n v e s t o r s ,  
a n d  h a v e  t r i e d  t o  p i n  d o w n  t h e  q u e s t i o n :  W h a t  a r e  t h e  e f f e c t s  o f  t a x a -  
t i o n  on  i n c e n t i v e s  a n d  b e h a v i o r ?  T h e y  c o n c l u d e d  t h a t  t a x e s  a r e  s o m e -  
w h a t  r e s t r i c t i v e ,  b u t  n o t  s o  r e s t r i c t i v e  in  g e n e r a l  a s  m a n y  t a x p a y e r s  
c o m p l a i n .  

O t h e r  s t u d i e s  h a v e  s h o w n  d i f f e r e n t  r e s u l t s .  D r .  L e w i s  K i m m e l  
o f  t h e  B r o o k i n g s  I n s t i t u t i o n  s e n t  ou t  a q u e s t i o n n a i r e  t o  c o r p o r a t i o n  
e x e c u t i v e s  s e v e r a l  y e a r s  a g o .  T h e  r e p l i e s  h e  g o t  f r o m  t h e  c o r p o r a -  
t i o n  e x e c u t i v e s  do  n o t  f u l l y  c o i n c i d e  w i t h  t h e  r e s u l t s  of  t h e  H a r v a r d  
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s tudy .  So you  get  d i f f e r e n t  a n s w e r s .  I t h ink  tha t  i s  to be  e x p e c t e d ,  
b e c a u s e  the p r o b l e m  i s  one tha t  i n v o l v e s  m a n y  v a r i a b l e s .  You have  
q u e s t i o n s  l ike  these :  F o r  what  i s  the m o n e y  u s e d ?  Is i t  go ing  fo r  
f i n a n c i n g  w a r  or  o t h e r  e m e r g e n c i e s ?  Is  the G o v e r n m e n t  p o p u l a r  w i th  
the  t a x p a y e r s ?  O t h e r  q u e s t i o n s  a r e :  A r e  the  t a x e s  new t a x e s 7  H a v e  
t hey  s u d d e n l y  i n c r e a s e d ?  We get  a c c u s t o m e d  to the o ld  t a x e s ,  so  s o m e  
tax a u t h o r i t i e s  have  sa id  tha t  an  old tax  i s  b e t t e r  t han  a new tax ,  l i k e  
an old shoe  is  m o r e  c o m f o r t a b l e  than  a new one .  

F o r  e x a m p l e ,  today  we know tha t  ou r  t a x e s  w i l l  long  c o n t i n u e  to 
be  h e a v y .  So I th ink  the  c o l l e g e  g r a d u a t e  t o d a y ,  a s  c o m p a r e d  wi th  h i s  
g r a n d f a t h e r ,  i s  going in to  b u s i n e s s ,  the  p r o f e s s i o n ,  g o v e r n m e n t ,  o r  
o t h e r  s e r v i c e ,  in a p e r i o d  when  t a x e s  a r e  h igh ,  and he  p r o b a b l y  k n o w s  
v e r y  w e l l  t hey  a r e  going to s t ay  h igh .  He e x p e c t s  t h a t .  He a c c e p t s  i t .  
H i s  r e a c t i o n  to t h o s e s  t a x e s  w i l l  p r o b a b l y  be  d i f f e r e n t  f r o m  the  r e -  
a c t i o n s  of h i s  f a t h e r  o r  of h i s  g r a n d f a t h e r .  T h e y  wi l l  p r o b a b l y  s a y  tha t  
t o d a y ' s  h igh  t a x e s  a r e  c o n f i s c a t o r y .  T h e y  can  r e m e m b e r  d a y s  w h e n  
t h e r e  w a s  no i n c o m e  tax .  

You m a y  be f a m i l i a r  wi th  the  w r i t i n g s  of P r o f e s s o r  B u l l o c k  of 
H a r v a r d .  He w a s  p r o f e s s o r  of e c o n o m i c s  t h e r e  f o r t y  o r  f i f ty  y e a r s  
ago .  In s o m e  of B u l l o c k ' s  w r i t i n g s  about  the  i n c o m e  tax  w h e n  the  
a m e n d m e n t  w a s  b e i n g  a d d e d  to the  F e d e r a l  C o n s t i t u t i o n ,  he  w a s  s u g -  
g e s t i n g  tha t  tax  r a t e s  of s ay  t en  o r  f i f t een  p e r c e n t  w e r e  c o n f i s c a t o r y .  
If you  t a lk  to a b u s i n e s s m a n  today ,  o r  to an i n v e s t o r ,  about  a t e n - p e r -  
c en t  t ax  r a t e  b e i n g  c o n f i s c a t o r y ,  he  would  s ay ,  "I  wou ld  l i k e  to go b a c k  
to tha t  r a t e . "  It d e p e n d s  on the  age  of the  p e r s o n  and h i s  p l a n s  f o r  r e -  
t i r e m e n t .  Some  peop le  s a y  t a x e s  have  f o r c e d  t h e m  in to  r e t i r e m e n t ;  
but  m a y b e  t hey  w e r e  r e a d y  to r e t i r e  a n y w a y .  

T h e n  you  have  the  oppos i t e  e f f ec t .  High  t a x e s  m a k e  s o m e  p e o p l e  
w o r k  h a r d e r  b e c a u s e  t hey  have  l e s s  m o n e y  le f t  a f t e r  t a x e s ,  so  t h e y  
have  to w o r k  m o r e  in o r d e r  to p r o d u c e  m o r e .  

T h e n  t h e r e  is  the  f u r t h e r  q u e s t i o n ,  W h e r e  d o e s  the  m o n e y  g o ?  
When  one th inks  about  the  b ig  g o v e r n m e n t  b u d g e t s ,  he m u s t  c o n f e s s  
t h e r e  p r o b a b l y  is  s o m e t h i n g  in the  a r g u m e n t  t ha t  P r e s i d e n t  T r u m a n  
and  h i s  S e c r e t a r y  of the  T r e a s u r y ,  M r .  S n y d e r ,  m a d e :  " S u r e ,  t a x e s  
a r e  high;  but  the e c o n o m y  is  h igh ,  too .  P r o f i t s  of the  c o r p o r a t i o n s  
a r e  h igh;  i n v e s t o r s  a r e  do ing  w e l l . "  How can  you  a r g u e  u n d e r  t h o s e  
c o n d i t i o n s  tha t  the  h igh  t a x a t i o n  is  h u r t i n g  the  e c o n o m y  7 

It is  a d i f f i cu l t  th ing  to p r o v e .  The  b u s i n e s s  c o m m u n i t y  d r a w s  
b e n e f i t s  f r o m  the G o v e r n m e n t  on c o n t r a c t s .  Our  e c o n o m y  in r e c e n t  
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y e a r s  h a s  a l s o  b e e n  a v e r y  p r o s p e r o u s  o n e .  S o m e  p e r s o n s  s a y  t h a t  
a 50 p e r c e n t  t a x  i s  d a m a g i n g  to  e c o n o m i c  i n c e n t i v e s .  P r o b a b l y  t h e  
s a m e  r a t e  o f  t a x  a f f e c t s  t h e  b e h a v i o r  o f  d i f f e r e n t  p e o p l e  s o m e w h a t  d i f -  
f e r e n t l y .  

O n e  c o u l d  s a y ,  " W h a t  i f  t h e  t a x  r a t e  w e r e  100 p e r c e n t ? "  T h e r e  
i s  c e r t a i n l y  a p o i n t  w h e r e  t h e  e f f e c t  i s  g o i n g  to  b e  e v i d e n t .  A s i m i l a r  
q u e s t i o n  o f  e c o n o m i c  e f f e c t s  i s  c o n f r o n t e d  in  t h e  p r o b l e m  of  i n f l a t i o n .  
J u s t  w h e n  d o e s  i n f l a t i o n  b e c o m e  d a n g e r o u s  ? We  k n o w  t h e r e  i s  d a n g e r ,  
b u t  i t  i s  p r e t t y  h a r d  to  s a y  e x a c t l y  w h e r e  t h e  d a n g e r  p o i n t  i s .  

Q U E S T I O N :  D o c t o r ,  o n e  o f  t h e  w e a l t h i e r  e c o n o m i s t s - - I  t h i n k  i t  
w a s  D a c o e - - w r o t e  t h a t  t h e r e  i s  a l o t  t o  b e  s a i d  f o r  b e i n g  in  t h e  s a m e  
b o a t .  H e  w a s  a l e c t u r e r ,  t o o .  He  w a s  s u g g e s t i n g  t h a t  t h e  i n e q u i t y  
i n  i n c o m e s ,  q u i t e  a s i d e  f r o m  e c o n o m i c s ,  s h o u l d  b e  c o r r e c t e d  f r o m  
a m o r a l  a n d  e t h i c a l  p o i n t  of  v i e w .  It  s e e m s  t h a t  s u g g e s t i o n  h a s  e n o r -  
m o u s  p o p u l a r i t y .  I w a s  w o n d e r i n g  i f  t h e  p o l i t i c a l  a p p e a l  o f  t h a t  i d e a  
d i d n ' t  h a v e  s o m e t h i n g  to  d o  w i t h  t h e  p r o g r e s s i v e  t a x a t i o n  d e v e l o p m e n t - -  
t h e  a c t u a l  n e e d  f o r  t h e  r e v e n u e .  Y o u  t a x  t h o s e  w i t h  i n c o m e s  of  o v e r  
100 t h o u s a n d  d o l l a r s  a y e a r  h e a v i l y .  

D R .  B U E H L E R :  I t h i n k  p r o b a b l y  i t  w o u l d  b e  d i f f i c u l t  t o  p r o v e  t h a t  
o n e  w a y  o r  a n o t h e r .  B u t ,  t o  go  b a c k ,  s a y ,  i n t o  t h e  1 8 9 0 ' s  w h e n  t h e r e  
w a s  a l o t  o f  i n c o m e - t a x  a g i t a t i o n ,  a n d  l a t e r ,  we  s e e  t h a t  b y  a n d  l a r g e  
t h e  r e a s o n  f o r  t h e  i n c o m e  t a x  i s  t h a t  i t  d o e s  p r o d u c e  r e v e n u e .  G o v -  
e r n m e n t  c a n  r a i s e  m o r e  r e v e n u e  b y  s t e p p i n g  t h e  r a t e s  up  a s  i n c o m e s  
i n c r e a s e .  We  c o u l d  h a r d l y  t a x  low i n c o m e s  a t  91 p e r c e n t  a s  we  d o  i n -  
c o m e s  o v e r  300 t h o u s a n d  d o l l a r s .  W e  c a n ,  h o w e v e r ,  i m p o s e  h i g h e r  
t a x  r a t e s  on  t h e  l o w  i n c o m e s  t h a n  o t h e r w i s e  i f  we  p l a c e  r a t h e r  h i g h  
r a t e s  on  t h e  w e a l t h y .  

I d o  n o t  w a n t  t o  m i n i m i z e  t h e  i m p o r t a n c e  o f  t h e  s t a t e m e n t  t h a t  
s o m e  p e o p l e  h a v e  l o o k e d  on  t h e  i n c o m e  t a x  a s  a n  e q u a l i z i n g  m e a s u r e .  
I t  h a s  b e e n  c a l l e d  a C o m m u n i s t  d e v i c e .  I t  i s  n o t ,  h o w e v e r ,  n e c e s -  
s a r i l y  a C o m m u n i s t  o r  s o c i a l i z e d  t y p e  of  t a x a t i o n .  T h a t  d e p e n d s  on 
h o w  i t  i s  u s e d '  C o n s i d e r ,  f o r  e x a m p l e ,  p u b l i c  e d u c a t i o n - - t h e  S o c i a l -  
i s t s  a n d  C o m m u n i s t s  h a v e  a d v o c a t e d  t h a t ,  t o o .  D o e s  t h a t  m e a n  b e -  
c a u s e  w e  h a v e  p u b l i c  s c h o o l s  t h a t  w e  a r e  C o m m u n i s t s  ? I t h i n k  t h e  
d a n g e r  i s  in  g o i n g  t o o  f a r  a n d  r a i s i n g  t h e  r a t e s  u p  t o  c o n f i s c a t o r y  l e v e l s .  

S o m e t i m e s  I t h i n k  t h a t  t h e  c o r p o r a t i o n  p e o p l e  a n d  t h e  w e a l t h y  p e o p l e  
a r e  n o t  t o o  h e l p f u l  a b o u t  t h a t  e i t h e r .  O n e  r e a d s  in  t h e  n e w s p a p e r s  a b o u t  
t h e  e s c a p a d e s  of  t h e  i d l e  r i c h .  O n e  m a y  w o n d e r  w h e t h e r  i t  w o u l d  n o t  

21 



be a good th ing  to s u b j e c t  t h e m  to  s t i l l  h i g h e r  tax  r a t e s .  When  c o r -  
p o r a t i o n  e x e c u t i v e s  t a l k  abou t  how e a s y  i t  i s  to p a s s  a long  the  52 p e r -  
c en t  t a x e s  tha t  c o r p o r a t i o n s  now pay ,  one m a y  a sk ,  "Why not  h a v e  a 
100 p e r c e n t  c o r p o r a t e  i n c o m e  t a x ? "  

DR.  KRESS: D r .  B u e h l e r ,  ou r  t i m e  h a s  r u n  out .  T h e r e  a r e  s t i l l  
s o m e  q u e s t i o n s ,  but  we wi l l  h a v e  to go wi thou t  the  a n s w e r s  to  t h e m .  
I have  b e e n  to ld ,  a l t hough  it i s  p r e t t y  w e l l  g u a r d e d  s t i l l ,  t ha t  t h r e e  
w e e k s  f r o m  now in ou r  uni t  on E c o n o m i c  S t a b i l i z a t i o n  we a r e  go ing  to  
b r i n g  in y o u r  e x p l a n a t i o n  on r a t i o n a l i z i n g  t a x a t i o n .  

On b e h a l f  of the C o m m a n d a n t ,  the  f a c u l t y ,  and the  s t u d e n t  body ,  
s i r ,  t hank  you  fo r  a v e r y  i n t e r e s t i n g  d i s c u s s i o n .  

DR.  B U E H L E R :  It i s  a p l e a s u r e  to be  h e r e .  

(18 Oc t  5 5 - - 4 5 0 ) O / s g h  
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